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Politics 




After yet another horrific 
capsizing in which hundreds 
of would-be migrants 
drowned in the Mediterra- 
nean, European Union leaders 
vowed belatedly to take ac- 
tion. Italy declared war on the 
people-smugglers. And an 
emergency eu summit met to 
discuss a ten-point plan to 
respond to the boat crisis. 

More than 1,750 migrants have 
now died trying to make the 
crossing to Europe from north 
Africa since the start of the 
year, 30 times more than dur- 
ing the same period of 2014, 
according to the International 
Organisation for Migration. 

Fresh jitters about the potential 
for a Greek exit from the euro 
zone caused a sharp sell-off in 
Greek markets, and pushed 
yields on two-year govern- 
ment bonds to new highs. 

Talks on resolving a stand-off 
between the left-wing govern- 
ment and Greece’s creditors 
got nowhere. Without extra 
funding the country could 
default on its repayments as 
soon as next month. 

Finland’s liberal prime min- 
ister, Alex Stubb, lost a general 
election to the centre-right 
party led byjuha Sipila. The 
leader of the Eurosceptic Finns, 
Timo Soini, may become 
foreign minister in Mr Sipila’s 
coalition government. 

The European Union said it 
would send a “statement of 
objections” to Gazprom, 
Russia’s mostly state-owned 
gas giant, arguing that it had 
been abusing its dominant 
market position in central and 
eastern Europe. The eu’s char- 
ges against the company run to 
hundreds of pages. Russia’s 



government, which already 
faces EU sanctions because of 
its Ukraine intervention, react- 
ed frostily. 

Poland is to buy American 
Patriot surface-to-air intercep- 
tor missiles. This follows Rus- 
sia’s move to position missiles 
in its exclave of Kaliningrad, 
which is sandwiched between 
Poland and Lithuania. 

Progress, and regress 

Sixteen new ministers were 
sworn into office in Afghani- 
stan. Since elections last year 
there have been months of 
bickering over the cabinet’s 
composition. Only one post 
now remains to be filled in the 
25-member body-that of 
defence minister. In contrast 
with past cabinets, which were 
dominated by former fighters, 
the new one includes many 
members who are young and 
well educated. Meanwhile, a 
group claiming to be linked to 
Islamic State said it was re- 
sponsible for a bomb in Jalala- 
bad, in eastern Afghanistan, 
that killed 34 people. 

South Korea’s prime minister, 
Lee Wan-koo, offered to resign 
after an allegation that he 
accepted illegal donations. Mr 
Lee has denied the accusation, 
which was made by a busi- 
nessman in a note he wrote 
before committing suicide 
earlier this month. 




During a visit to Pakistan, 
China’s President Xi Jinping 
signed investment agreements 
worth $46 billion. Much of this 
will be spent on infrastructure 
links between the two coun- 
tries. China hopes such pro- 
jects will boost its influence in 
the region. Its ties with Paki- 
stan are already very close. But 
China is also seeking better 
relations with India. The Indi- 



an prime minister, Narendra 
Modi, will visit Beijing next 
month. 

Chinese scientists attempted 
to carry out germ-line gene 
therapy on human embryos. 
This would, in effect, create 
genetically modified people 
by causing artificially altered 
DNA to pass from parent to 
offspring, curing inherited 
diseases. They used a tech- 
nique called CRiSPR/Cas9 to 
try to edit the gene responsible 
for beta-thalassaemia in 86 
non-viable embryos collected 
from local fertility clinics. The 
attempt failed, but other 
groups in China are rumoured 
to be working on similar pro- 
jects, worrying bioethicists. 



Voting intentions 




Two opponents of Cuba’s 
government stood as candi- 
dates for local councils in 
Havana. Hildebrando Cha- 
viano, a lawyer, and Yuniel 
Lopez, who belongs to an 
unauthorised political party, 
are the first dissidents to ap- 
pear on a Cuban ballot in 
recent times. Unsurprisingly, 
both lost. Andrew Cuomo of 
New York paid the first visit to 
Cuba by a us governor since a 
thaw in relations began in 
December. The pope said he 
would visit in September. 

A grim toll 

Islamic State released a video 
purportedly showing the 
execution of 30 Ethiopian and 
Eritrean Christians at two 
locations in Libya. One group 
of captives was beheaded and 
the other was shot. 

Saudi Arabia said it had halt- 
ed air strikes on Houthi mil- 
itants in Yemen, claiming to 
have achieved its objectives. 
Yet less than a day later air 



strikes continued on Houthi 
positions. Meanwhile, Ameri- 
ca moved naval forces onto the 
Yemeni coast amid reports that 
it was monitoring Iranian 
vessels that could be trafficking 
weapons to the Houthis. 

Muhammad Morsi, an Islamist 
who was ousted as Egypt’s 
president by the army in 2013, 
was sentenced to 20 years in 
prison for ordering the torture 
of protesters. He was acquitted 
of murder. 

South Africa deployed sol- 
diers into townships near 
Johannesburg and other hot- 
spots to clamp down on xeno- 
phobic violence. The trouble 
has claimed several lives and 
forced thousands of immi- 
grants, mainly from other 
African countries, to seek 
refuge in makeshift camps or 
to leave the country. 

It's been a long time coming 

Five months after Loretta 
Lynch was nominated by 
Barack Obama to be his new 
attorney-general. Senate 
Republicans agreed to allow a 
confirmation vote to proceed 
after resolving differences with 
Democrats on a bill to aid 
victims of human trafficking. 

The Republican leadership 
had refused to consider Ms 
Lynch’s confirmation while 
contentious details of the bill 
were being thrashed out. 

Michele Leonhart said she 
would step down as the head 
of America’s Drug Enforce- 
ment Administration, a 
month after allegations sur- 
faced that DEA agents had 
taken part in sex parties with 
prostitutes paid for by drug 
cartels, probably in Colombia. 

A court in New York state 
issued a writ of habeas corpus 
in a case brought by animal- 
rights activists trying to free 
two chimpanzees from a 
laboratory. When the activists 
claimed this meant that the 
chimps have legal rights, the 
judge struck the habeas corpus 
term from her order. It is un- 
clear whether the chimps will 
get their day in court to chal- 
lenge their detention, or if they 
plan a great ape escape. ►► 
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Business 

Tesco reported a worse-than- 
expected pre-tax loss of £6.4 
billion ($9.6 billion) for the 
year to February 28th, one of 
the biggest losses in British 
corporate history. The world’s 
third-biggest supermarket 
retailer, which is being 
squeezed by discount rivals 
such as Aldi, booked several 
charges and took a hefty write- 
down in the value of its stores. 
Dave Lewis, the chief exec- 
utive, said it had been “a very 
difficult year”, an understate- 
ment given the catalogue of 
profit warnings. 

They don't stack up 

Meanwhile, Which? lodged a 
complaint with Britain’s com- 
petition authority against 
what it described as super- 
markets’ “misleading” pricing 
practices from “dodgy multi- 
buys to baffling sales offers”. 
The consumer lobby said that 
convoluted pricing has left 
customers bewildered. 

Petrobras, Brazil’s state-con- 
trolled oil giant, released its 
much-delayed quarterly re- 
sults, its first audited accounts 
since a corruption scandal 
involving former executives 
shook the government of 
President Dilma Rousseff. The 
company wrote off 6.2 billion 
reais ($2U billion) because of 
the alleged graft and a further 
44.6 billion reais for overval- 
ued assets, mainly on a petro- 
chemical plant and a refinery. 

Executives from Comcast met 
regulators at the Justice Depart- 
ment and Federal Communi- 
cations Commission to argue 
the case for their proposed $45 
billion takeover of Time War- 
ner Cable. Comcast did not 
comment about the talks, but 
the Fcc might hold an admin- 
istrative hearing on the deal, 
which would be a sign that it is 
not warming to the idea. 

In an attempt to increase lend- 
ing to business, the People’s 
Bank of China lowered the 
level of cash that banks must 
set aside as reserves, reducing 
the reserve-requirement ratio 
by one percentage point, the 



biggest cut since the global 
financial crisis in 2008. This 
came after data showed that 
China’s economy grew in the 
first quarter at its weakest pace 
since early 2009 and that 
industrial production had 
slowed considerably in March. 

The Nikkei 225 stockmarket 
index closed above 20,000 for 
the first time in 15 years. Japa- 
nese shares have been boosted 
in part by a government- 
backed drive for companies to 
return more of their 231 trillion 
yen ($1.9 trillion) cash pile to 
shareholders. Markets were 
also buoyed by Japan’s first 
monthly trade surplus in 
three years. 

Wonga, Britain’s biggest pay- 
day lender, reported an annual 
loss, following a crackdown on 
the industry that led to a 36% 
drop in its lending volumes. 

The Hounslow connection 

A 36-year-old day trader oper- 
ating out of a suburban house 
in London that sits under 
Heathrow’s flight path was 
charged by American authori- 
ties with involvement in the 
“flash crash” on May 6th 2010 
that saw stockmarkets dive by 
10% within just a few minutes. 
Navinder Singh Sarao ap- 
peared in court to fight his 
extradition to America, where 



he is accused, among other 
things, of “spoofing” the fu- 
tures market by placing pho- 
ney orders. 

The febrile dealmaking in the 
drug industry continued as 
Teva, based in Israel and the 
world’s biggest maker of gener- 
ic drugs, launched an unsolicit- 
ed $40 billion takeover of 
Mylan, an American rival. 
Mylan had itself recently of- 
fered $29 billion for Perrigo, 
which has its headquarters in 
Ireland (that deal has been 
scotched). If it succeeds, Teva’s 
acquisition would be the 
biggest foreign takeover yet 
made by an Israeli firm. 

After years of declining profit 
margins Volvo dismissed Olof 
Persson as chief executive. The 
Swedish lorry-maker named 
Martin Lundstedt as its new 
boss, who currently heads 
Scania, a rival that is owned 
by Volkswagen. The German 
carmaker has had its own 
management problems of late, 
with its supervisory board 
issuing support for Martin 
Winterkorn as chief executive 
despite his spat with Ferdi- 
nand Piech, the chairman. 

Google launched a wireless 
service that charges $20 a 
month for phone and text 
services and $10 per gigabyte 



of data, but which refunds 
customers if they don’t use all 
their data allowance. It also 
overhauled its mobile-search 
algorithm to prefer sites that 
are mobile-friendly. The conse- 
quences for the search rank- 
ings of some organisations 
have caused the change to be 
dubbed “mobilegeddon”. 



Business contortions 




Cirque du Soleil was bought 
by a consortium that includes 
Fosun, a Chinese conglomer- 
ate that hopes to develop the 
acrobatic troupe’s shows in 
China, where they have not 
gone down so well with audi- 
ences used to large-scale cir- 
cuses. Fosun has been boost- 
ing its entertainment portfolio 
to tap into leisure spending by 
China’s middle classes, buying 
Club Med this year and in- 
vesting in Thomas Cook. 



Other economic data and news 
can be found on pages 84-85 
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Europe’s boat people 

The EU’s policy on maritime refugees has gone disastrously wrong 



T he European Union likes to 
boast that it is a force for 
good. But in the past ten days as 
many as 1,200 boat people have 
drowned in the waters of the 
Mediterranean. An unknown 
number were refugees from Syr- 
ia, Eritrea and Somalia fleeing 
war or persecution. They perished in part because the eu’s 
policy on asylum is a moral and political failure. 

In a hastily arranged summit, under way as The Economist 
went to press, eu leaders set out to do something about the 
drownings. Before them was a ten-point plan designed to en- 
hance rescues, suppress people-smuggling and spread the bur- 
den of taking in refugees. Yet, even if Europe’s leaders em- 
braced the plan in full, it would still fall short. 

Officials say im migrants are camped on the southern shore 
of the Mediterranean, waiting to embark on a life that is incom- 
parably better than the one they are leaving behind. The Arab 
world is engulfed in fighting that is likely to last decades and 
which has set whole nations adrift. Chunks of Africa are prey 
to sectarian and ethnic strife and to environmental depre- 
dation. An enclave of stability and wealth in an ocean of vio- 
lence, Europe has not begun to grapple with the choices ahead. 

Nightmare nostrum 

A refugee crisis is hard to cope with because its very existence 
is a symptom of warfare, persecution or misrule (see pages 21- 
24). You cannot stop the tide of refugees because, this side of 
Utopia, you cannot impose peace upon Libya and Syria or 
wish good government on Eritrea and Somalia. You cannot let 
everyone in, because refugees mingle with people in search of 
prosperity-and states want to choose their economic mi- 
grants, not be chosen by them. On the other hand you cannot 
keep everyone out, because, after the crimes of the second 
world war, countries made solemn undertakings never again 
to abandon innocent people to persecution and conflict. 

Yet, as well as reflecting a deep malaise in the lands they are 
fleeing, the plight of Europe’s boat people also exposes the fail- 
ings of countries with a duty to shelter them. In Europe that 
starts with a breakdown of ethics. The eu is putting only a 
third as much money and less than a tenth of the manpower 
into maritime rescue as it did last year. Several countries, in- 
cluding Britain, argued that a high chance of being rescued acts 
as a “pull” factor which only encourages more migrants. In ef- 
fect, the EU was proposing to stand back and watch one lot of 
innocent people drown so as to deter another from following 
them into boats. That logic was wrong as well as morally re- 
pugnant. Even before the recent disaster, the death rate this 
year, compared with the start of 2014, was ten times greater- 
and still people have been coming in the same numbers. 

European solidarity has yet again been shown to be flimsy. 
Although UN conventions say refugees are the responsibility 
of the country where they turn up, allies have sometimes 
shared the burden. When boat people left Vietnam, a co-ordi- 
nated plan eventually resettled overim of them across the rich 



world. But co-operation in Europe has been in short supply. Al- 
though leaders negotiate asylum policy at the eu level, they 
jealously guard their national powers. That way mindful of 
public opinion and the threat from anti-immigration parties, 
they can both cynically deflect responsibility towards Brussels 
and also avoid having to accept many flesh-and-blood refu- 
gees. Last year 626,000 people applied for asylum to the eu 
(only a fraction of them came by boat); roughly half of the ap- 
plicants who were processed were successful. France granted 
asylum to 15,000; Britain to only 11,000. Despite honourable 
exceptions, including Germany with 41,000, and Sweden, 
with 31,000, most countries wish the problem would go away. 

The cruel seafarers 

Europe’s policies are also rife with unintended consequences. 
A new fence between Greece and Turkey stopped migration 
across the land border, but led to a doubling in-more danger- 
ous-crossings of the Aegean in the first half of 2014. Relying on 
merchant vessels to answer migrants’ calls for help causes 
them to switch off their radios, increasing the risk of collisions 
and the dangers for shipping in distress. Countries shut asy- 
lum-seekers inside detention centres for long stretches or pre- 
vent them from working in order to make life so miserable that 
people will seek refuge elsewhere. That wastes money, besides 
making newcomers harder to integrate. 

If the EU is to live up to its values, it must act on many fronts 
at once, from saving lives at sea to helping countries with the 
greatest burden, eu leaders are right to boost the rescue mis- 
sion-but it needs to be much bigger, larger even than the one 
in operation last year. The eu is also right to take on the people- 
smugglers. But they will be resilient, as the profits are irresist- 
ible and the supply of crew members almost inexhaustible. 

Maritime migration is thus a problem to be dealt with on 
land. UN treaties mean that refugees must travel to the eu to 
claim asylum there-which is why so many head for the Italian 
island of Lampedusa, 70 miles (u3km) from the Tunisian coast. 
The best way to stop the boats is for camps to process asylum 
applications to Europe on the south shore of the Med. If camps 
are seen to work, refugees will prefer them to the risk of 
drowning. Setting them up will not be easy. The eu will have to 
pay north African countries to host them. Asylum-processing 
must be fast, fair and efficient. The economic migrants who are 
rejected need to be sent back home. And member states must 
sign up to their share of refugees— which should be well within 
the scope of 500m wealthy eu citizens. 

Europe cannot put an end to the violence and desperation 
that leads people to flee, but in the longer run it should do more 
for its neighbours. Engagement makes sense in itself and may 
eventually help stem the flow of refugees. If the eu works for a 
settlement in Libya, the criminal networks may become less 
entrenched. If it accepts north African produce, it may face few- 
er north African people. If more of the eu offers help to the im 
refugees in Lebanon, fewer will turn up on the streets of Paris 
and Berlin. Europe likes to think it is a model for how nation 
states can work together to make the world a better place. At 
the moment, the boat people put that idea to shame. ■ 
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The United States, Japan and trade 

Don’t treat trade as a weapon 
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An Asian-Pacific trade deal looks within reach, but politicians should stop seeing it as a way to contain China 



G ood news out of Washing- 
ton is rare. Last week con- 
gressional leaders agreed on a 
^ bipartisan bill which, if passed, 
H would for the first time in years 
H give the president “fast-track” 
H authority when negotiating 
H trade deals. The bill would be a 
boost for the prospects of a huge trade deal, the Trans-Pacific 
Partnership (tpp), binding America with u economies (includ- 
ing Japan but not China) around the Pacific rim. Now, as if on 
cue, come welcome signals about the tpp itself. As Japan’s 
prime minister, Shinzo Abe, prepared to head to Washington 
for a much-anticipated trip including an invitation to address a 
joint session of Congress (see page 37), he claimed that Ameri- 
ca and Japan were close to agreement over their bilateral 
terms-on which the whole tpp deal hinges. 

Yet there are two big caveats. First, fast track, formally 
known as Trade Promotion Authority, may still fall foul of Con- 
gress. Second, Japan may not make any serious cuts to tariffs 
that protect its farmers. Those outcomes are more likely be- 
cause the Obama administration and the Japanese govern- 
ment have made a similar mistake: both have been too quick 
to cast the tpp as a weapon in the containment of China. 

Flanked by Japan and America, the tpp would link coun- 
tries which make up 40% of global gdp. It could boost world 
output by $220 billion a year by 2025. It is supposed to reform 
difficult areas such as intellectual property, state-owned firms 
and environmental and labour standards. It would join econo- 
mies-from Vietnam to Australia-that lie at different ends of 
the spectrum of development. 

But the TPP will not happen without fast track, which forces 
Congress into a yes/no vote on any pending trade deal and so 
avoids the risk that it will be amended into oblivion. And the 



passage of fast track faces a lot of scepticism from Democrats 
(see page 25). Some are implacably opposed. Others want 
America to have a bigger arsenal with which to fight against 
unfair traders. Driven by a conviction that China artificially 
holds its currency down and destroys American jobs, Charles 
Schumer, a powerful senator from New York, is determined 
that fast track should include a provision that would make sure 
a trade deal included sanctions on currency manipulation. 

Attaching a currency-manipulation clause to trade deals is a 
poor idea, both because the practice is hard to define and be- 
cause the addition of such clauses makes reaching an agree- 
ment less likely. But since the Obama administration has 
pitched TPP as a counterbalance to an assertive China, Mr 
Schumer’s demands are harder to ignore. 

Give trade a chance 

The same mistaken logic looks set to cause problems in Japan. 
Mr Abe committed his country to joining the tpp on strategic 
grounds-as a counterweight to China-rather than because he 
is a born admirer of free trade. When he entered negotiations, 
some of his backers thought that, by playing the China card, Ja- 
pan would be spared from making real concessions: that 
America would care more about a pact that excluded China 
than about prising open Japan’s most protected markets, par- 
ticularly rice. Even now, Japan seems to want to keep tariffs 
high. The best it may offer is to allow in a fixed quota of tariff- 
free rice from the tpp’s other members, America included. 

If the China-containment logic leads to a minimalist agree- 
ment, then the economic gains from tpp will be slim, tpp’s real 
value is to set high new standards for world trade, and that de- 
mands the boldest possible agreement. And in the long run the 
world gains most if China joins. The rhetoric makes trade ne- 
gotiations sound like a contest. In fact, it is a battle where the 
more you give away the more you win. ■ 




Scottish nationalism 

Northern exposure 



Poised to triumph in Britain’s election, the Scottish nationalists spell trouble for the union 




T he general election that will 
be held in Britain on May 7th 
is so finely balanced that predic- 
tions are foolhardy. Save one: 
the Scottish National Party 
(SNP) will triumph. And that 
spells grave danger for the Un- 
ited Kingdom, including-in- 
deed, especially-for Scotland itself. 

After failing to win last year’s independence referendum, 
the SNP might have been expected to collapse. Astonishingly, it 
has roared back. Through relentless campaigning and exem- 
plary use of social media, the snp has made fervent suppor- 



ters out of nationalist sympathisers, many of them working- 
class Scots who always voted Labour. As a result, it now has 
100,000 members from among 5m Scots; the Conservative 
Party, which draws from all 64m Britons, has only about 
150,000. Nicola Sturgeon, the snp leader, has been the star of 
the campaign’s televised debates. Polls suggest that the “Nats” 
may win as many as 50 of Scotland’s 59 seats in the House of 
Commons, up from just six in 2010. If (as seems likely) no clear 
winner emerges, they could well hold the balance of power. 

This is a big problem for the Labour Party, and not just be- 
cause its MPS occupy most of the seats the snp is poised to 
grab. The nationalists could also drag it leftward. Ms Sturgeon, 
who is more straightforwardly left-wing than her predecessor, ►► 
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► Alex Salmond, will not prop up a Tory government, and in- 
deed promises to do her utmost to bring one down. She would 
support a Labour administration. Part of the price, suggested in 
her party’s manifesto, unveiled on April 20th, would be higher 
spending, particularly on welfare. Part would be the constant 
demand for favours to Scotland (see page 53). 

Such informal dealmaking will threaten the legitimacy of 
government and the future of the union. When the Tories 
warn of the danger of a separatist party with a finger on the 
wheel of British government, they are trying to scare English 
voters away from Labour. But they are also right-and the ap- 
pearance of nationalist influence could be as damaging as the 
reality. If Labour holds power with snp support, every policy 
will be scrutinised for signs of Scottish favouritism. Labour 
wants a tax on homes worth more than £2m ($3m). Since there 
aren’t many of those in Scotland, this will be seen as a raid on 
the English, with some of the proceeds going to the canny 
Scots-who already receive much more state cash per head 
than the English or the Welsh. Repeat that complaint a few 
times, and you have the makings of a constitutional crisis. 

Paradoxically, a resurgent snp chafing under another Con- 
servative-led government could imperil the union even 
sooner. Today the Tories have just one seat north of the border. 
If David Cameron remains in Downing Street, leading an al- 
most entirely English party, the snp will noisily question his le- 
gitimacy. A Cameron government would also raise the spectre 
of a British exit from the eu after the “in-out” referendum the 



prime minister promises. Nationalists already insist that Scot- 
land’s views on this matter should be considered separately. If 
Britain does vote to leave, there will surely be another inde- 
pendence referendum, which the nationalists would win. 

Just one good thing has come of the snp’s surge. Belatedly, 
unionist politicians are paying attention to Scottish politics. 
They have long ignored it, leaving their b teams in Edinburgh 
while their best operators take top jobs in Westminster. Yet the 
snp’s record in Scotland offers much to attack. The country’s 
schools are mediocre; the hospitals are protected from compe- 
tition-and all the worse for that. The Nats boast about free uni- 
versity tuition, yet fewer working-class teenagers go straight to 
university in Scotland than in England, where they pay. 

Not as tough as they look 

Most damning, Scotland cannot afford the snp’s plans. This 
newspaper argued three years ago that Scots would probably 
be poorer outside the United Kingdom, even with handsome 
earnings from North Sea oil and gas. Cheap oil has removed 
the uncertainty. The Scots would now unquestionably be 
much worse off: the Institute for Fiscal Studies, a think-tank, 
reckons that this year Scotland’s deficit will be roughly double 
Britain’s. Either independence or fiscal autonomy (the snp’s 
next-best option) would be utterly ruinous. The nationalists 
are rampant, yet their case is crumbling. Exposing their falla- 
cies is the best way to limit their sway over the next govern- 
ment, whatever its complexion-and to save the union. ■ 



Greece 

On the Gredge 



A Greek exit from the euro may soon become inevitable 

E ventually every long-mn- 
ning drama, from “Downton 
Abbey” to “Dr Who”, feels for- 
mulaic. So it is with Greece’s 
debt saga. For five years it has 
followed a wearily familiar 
script of unpayable debts, abort- 
ed reforms and uth-hour com- 
promises that let the country stagger on inside the single cur- 
rency. That history has lulled many into expecting the usual 
denouement in the latest wrangling between Greece’s Syriza 
government and its European creditors. But this is looking ever 
less likely. Unless Syriza suddenly capitulates-and a meeting 
of euro-zone finance ministers on April 24th is one of its last 
chances to do so-Greece will fail to pay its creditors. If that 
happens, its exit from the euro will be just a step away. 

Greece has already restructured its debts once, in 2012 . It 
now owes money mainly to other European governments, the 
European Central Bank (ecb) and the imp. These official credi- 
tors have slashed interest rates and stretched out maturities, 
but not enough. With a debt stock of 175 % of gdp, Greece will 
need more relief. Most European politicians quietly accept 
this. The danger lies in a chaotic default born of brinkmanship. 
The Greek government has bills to pay and no money to pay 
them. It is resorting to desperate measures. This week Alexis 
Tsipras, the prime minister, ordered local-government bodies 
to move spare cash to the central bank (see page 65 ). That might 



buy a few weeks. But in the end Greece will not be able to pay 
its pensioners, let alone its creditors, without a deal with its 
European paymasters that unlocks new loans. 

That seems increasingly unlikely, for three reasons. The first 
is a deep loss of trust on the part of Greece’s creditors. The euro 
zone has always had only a faint version of the solidarity that 
characterises a true union. But since Syriza came to power that 
has been ripped apart. The stunts and stumbles of Greece’s in- 
experienced government are a factor. But the bigger problem 
has been Syriza’s unwillingness, or inability, to name, let alone 
implement, the reforms that it will undertake in return for its 
next tranche of money. Once Greece’s creditors might have tak- 
en general promises; now they want specifics. 

Second, Europeans worry less today about the market con- 
sequences of Grexit. Thanks to the 2012 restructuring, the di- 
rect effects of another Greek default would be easier to handle 
because Europe’s banks, the weak link in any panic, are now 
more insulated. As fears of financial contagion have dwindled, 
so has European creditors’ appetite for compromise. 

And third, political constraints on both sides make bargain- 
ing hard. Syriza was elected on a promise to halt the endless 
austerity required by its bail-outs. The government has its own 
factions to control, among them hard-left mps unprepared to 
make concessions on privatisations or pensions. Mr Tsipras 
might need a referendum or another election to win a man- 
date to backtrack even if he wanted to. Voters in creditor coun- 
tries are tired of paying for Greece; politicians in places like ►► 
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► Spain that have also been through austerity are hawkish. 

Repayments to euro-zone lenders are not due until the 
2020S. But if you add all these elements together, it is hard to 
see how the Greeks can reach a deal that will let them honour 
their more immediate debts to the imf and the ecb. 

Outward bound 

Less clear is whether such a default must lead to euro exit. The 
two need not go together: Greece defaulted on private-sector 
creditors in 2012. But stiffing private investors with the support 
of the euro zone is quite different from unilateral non-payment 
to official creditors. The decisions of the ecb, which keeps 
Greece’s banks afloat, would be critical. The ecb does not 
want to be the actor that precipitates Grexit by withdrawing 
support; and ratings agencies have helpfully said that a missed 
payment to an official creditor would not constitute a default. 
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But if the ECB itself were not being paid, that would be a hard 
line to hold. And non-payment would depress the value of 
Greek banks’ holdings of short-term government debt and en- 
courage deposit flight. That would leave the banks needing 
more liquidity support from the ecb just when doubts about 
their solvency crystallised. The ecb is unlikely to help then. 

There are ways for Greece to defer disaster. It could save 
hard currency by issuing scrip, a type of lou, in lieu of pay- 
ments to its citizens (see Free exchange, page 70). But that 
would be an open invitation to Greeks to take their remaining 
euros out of the banks. So the government could impose capi- 
tal controls. Cyprus has had these for two years without leav- 
ing the euro, but that was done in concert with its partners. If 
Greece ever got to this stage-a parallel currency in circulation, 
capital controls in place and bail-out cash withheld-the gap 
between default and exit would be paper-thin. ■ 



Airlines 

Flights of hypocrisy 



The airline business is riddled with protectionism. The answer is open skies 



I T IS a remarkable piece of de- 
tective work. Investigators 
hired by three big American air- 
lines have scoured the world for 
the regulatory filings of three 
fast-growing rivals owned by 
Gulf states— Emirates, Etihad 
and Oatar-and stitched togeth- 
er the most detailed picture yet of the ways in which their gov- 
ernments have pampered them. According to the American 
carriers, which released the supporting documents for their al- 
legations this week, airlines in Dubai, Abu Dhabi and Qatar 
have enjoyed a host of benefits, including handouts, “loans” 
without interest or any schedule for repayment, free land and 
below-cost charges at state-owned airports. Over the past de- 
cade this was worth a total of $42 billion. 

Delta, American and United Airlines, the carriers that spon- 
sored the investigation, are shocked-shocked-to find that gov- 
ernment aid is being provided to the aviation industry. But by 
pointing out the motes in the eyes of rivals, they draw atten- 
tion to the planks in their own. Another American lobby, rep- 
resenting business travellers, has dug out a study undertaken 
by the Congressional Research Service in i 999 - It reckoned that, 
since the dawn of American commercial aviation in 1918, the 
federal government had helped airlines in all sorts of ways, 
from direct subsidies to the building of airports and control 
towers, to the tune of $155 billion. 

Much of that largesse ended long ago. But a tax break on avi- 
ation fuel that benefited Delta by tens of millions of dollars a 
year got the chop only this month, after a vote in Georgia, 
where the carrier is based. And if the Gulf states’ ban on un- 
ions, which keeps labour cheap, constitutes an “artificial” ad- 
vantage, as the American carriers claim, then perhaps Ameri- 
ca’s business-friendly bankruptcy law, which has let its 
airlines shed pensions and other liabilities, counts as one too? 

America’s three biggest international airlines have good 
reason to be worried: the Gulf “super-connectors” have been 
gobbling up European carriers’ market share on long-haul 
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routes to Asia, have made inroads into fast-growing African 
markets and are now steadily extending their route maps to 
American cities (see page 60). But there are many good rea- 
sons, besides generous state owners, why the super-connec- 
tors are doing so well: the advantageous positioning of their 
home bases, between Europe and Asia; their superior service 
and slick marketing; and their fleets of efficient new planes. 

Fling wide the departure gates 

These arguments about which airline gets which subsidy are 
just the latest chapter in a dismal tale. For all the talk of “open 
skies”, the aviation industry is and always has been riddled 
with protectionism and patronage, bail-outs and handouts. 
Once it was the American railways griping about unfair com- 
petition from the nascent airline industry. Now it is the airlines, 
or some of them at least, moaning about unfair competition 
from foreign carriers. All the while the interests of producers 
are centre-stage, those of consumers and taxpayers forgotten. 

Instead of using its carriers’ complaints as justification for 
more protection, America would do more for its citizens by 
ending its restrictions on foreign ownership of airlines and of- 
fering complete freedom to operate internal flights. American 
consumers would gain regardless of whether governments, in 
the Gulf and elsewhere, reciprocated, just as American taxpay- 
ers would gain if government subsidies were to come to a stop. 
If Etihad or Ryanair or whoever wants to run services from 
Dallas to Los Angeles, they should be able to. Antitrust regula- 
tors should force American airports to open up slots and 
check-in counters to allow in fresh competitors. The same logic 
is true for Europe-and also for the Gulf states. 

The benefits to economies of truly open skies, rather than 
the slightly ajar ones of today, would far outweigh any losses 
to individual airlines. A study in 2006 sponsored by the travel 
industry found that fully liberalising just 320 of the 2,000 bilat- 
eral aviation agreements that it identified would produce 
what was then a Brazil-sized boost to global gdp. However 
cosseted the Gulf airlines, protecting legacy carriers is a victory 
for patronage over passengers-it should stop. ■ 
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Not equal at birth 

Regarding the effect of prenatal 
health on life outcomes 
(“Unequal beginnings”, April 
4th), another factor that must 
be considered is the cultural 
norm in many poor countries 
of the preference for a son, or 
for the eldest son, which can 
prompt families with limited 
resources to move nutritional 
and health-care investments 
away from mothers pregnant 
with a daughter or a second 
son. This reallocation explains 
an enduring mystery: why 
Indian children are more 
stunted than sub-Saharan 
African children, even though 
their families are richer and 
maternal and infant mortality 
rates are lower. There is a steep 
drop-off in investments in 
children of higher birth order 
in India, and not in Africa. 

The development of dna- 
based tests on the mother’s 
blood that can provide much 
more reliable information on 
the sex of a fetus than ultra- 
sound, and at an earlier stage 
of pregnancy, will increase the 
potential costs both to female 
children and to their mothers 
of low investments by families 
in their welfare. The future 
well-being of millions of chil- 
dren demands that we act now 
to change cultural norms. 
ROHINIPANDE 
Professor of public policy 
Harvard Kennedy School 
Cambridge, Massachusetts 



Powerful prime ministers 

British prime ministers and 
American presidents are in- 
deed very different creatures 
(Letters, April nth). Once a 
prime minister has a majority 
in the House of Commons he 
can push through bills drawn 
up by the executive almost at 
will. Committees can probe 
but have little real impact if the 
executive wants to get some- 
thing done, as Lord Hailsham 
pointed out in the 1960s. 

Compare this with the 
American presidency. The 
president has no direct le- 
verage over his party; negotia- 
tions take place ultimately 
between the House of Repre- 
sentatives and the Senate. 
Gridlock occurs whenever a 



majority in one chamber 
refuses to go along with the 
other. The president is fre- 
quently isolated with his 
White House advisers, having 
to cajole and even beg, often in 
public, and he often loses. 

When there are congruent 
majorities, as in the first two 
years of the New Deal in the 
1930s or briefly under Lyndon 
Johnson in the 1960s, or per- 
haps less so in Barack Obama’s 
first two years, then things do 
get done. But the record of the 
past four years in particular 
has been one of gridlocked 
government rooted in an 
anachronistic 18th-century 
constitution with a dysfunc- 
tional separation of powers. 

One may disagree with 
what a government and its 
prime minister does in Britain, 
but essentially when he, after 
negotiations in the cabinet, 
wants to get something done, it 
gets done. Presidents through- 
out American history have 
been stymied by the lack of 
effective presidential powers 
in an era of growing gridlock. 
PHILIP CERNY 

Professor emeritus of politics 
University of Manchester 
York 



Online and offline rights 

The debate on privacy has 
unfortunately reached a point 
where the digital domain is 
seen as sui generis; the normal 
rules on security issues appar- 
ently should not apply in the 
same way as they would in the 
physical world (Charlemagne, 
April 4th). If we can argue, as 
the UN Human Rights Council 
and others have done, that 
human rights apply in the 
same way online as they do 
offline, shouldn’t this also 
apply to the tools available to 
our security agencies to fight 
crime and terrorism? 

JOHN BILLOW 

Brussels 



Taiwan’s lesson in trade 

Your article on prosperous 
special economic zones over- 
looked the pioneering success 
of Taiwan’s Kaohsiung Export 
Processing Zone (“Political 
priority, economic gamble”, 
April 4th). Designed to attract 



foreign investment and know- 
how as well as boost exports, 
the Kaohsiung model was 
meticulously studied by Deng 
Xiaoping and China’s eco- 
nomic reformers when they 
sought to breathe life into the 
economy. Kaohsiung influ- 
enced the creation of Shen- 
zhen and was the inspiration 
for the Zhuhai and Xiamen 
special economic zones. 

WILLIAM SHARP 

University of Hawaii, Manoa 

Honolulu 



The final shot in the civil war 




The closing act of America’s 
civil war was General Robert 
Lee’s capitulation to the Union 
Army on April 9th 1865 (“The 
present past”, April 4th), but 
the last Confederate surrender 
was that of the css Shenando- 
ah a battleship, on November 
6th 1865 in Liverpool. 

As the world’s pre-eminent 
city in trading cotton, 
Liverpool’s sympathies lay 
firmly with the Confederate 
government, which stationed 
James Bulloch there to muster 
financial support and oversee 
construction for its navy. The 
Shenandoah was one of its 
most successful ships, sinking, 
capturing or bonding 38 Union 
vessels. It hammered away at 
the Union’s merchant fleet 
long after General Lee laid 
down arms, firing the last shot 
of the war in June 1865 at a 
Union whaler off the Aleutian 
Islands, according to John 
Baldwin’s “Last Flag Down”. 

The Shenandoah’s com- 
mander, Captain James Wad- 
dell, only learned of the war’s 
end on August 2nd while 
heading for San Francisco to 
lay siege to its harbour. He 
decided to head for Liverpool 
in case he and his crew were 
tried for piracy, sailing 9,000 



miles around the Americas to 
avoid capture. 

Waddell surrendered to the 
lord mayor of Liverpool three 
months later. The Shenandoah 
and three other Confederate 
ships were handed over to the 
United States’ consul and sold 
at auction for war reparations. 
Captain Waddell and his crew, 
however, were set free and 
avoided the unpleasant fate 
that befell most pirates. 

DOUGAL PAVER 

Liverpool 

You said that “the South has 
long since been transformed 
by civil rights and air condi- 
tioning”. You forgot the third 
essential: bug spray. 

JIM MARHN 
St Petersburg, Florida 



The sum of a preacher man 

Schumpeter succinctly out- 
lined Robert Schuller’s busi- 
ness failings as a pastorpre- 
neur (April uth). Although he 
preached self-esteem, Schuller 
himself fell victim to the sin of 
hubris. He thought everything 
he touched would turn to gold, 
including his lacklustre succes- 
sors that he imposed on his 
faithful tithers, who in turn 
started to cancel their sub- 
scriptions. Thus, pastor 
Schuller violated the first rule 
of running a business: the 
customer is the king. 

RAJIV THING 
Brisbane, Australia 

Your columnist noted that 
Schuller’s Protestantism 
“owed as much to Norman 
Vincent Peale...asit didto 
Martin Luther”. Schuller and 
Peale were ordained in the 
Calvinist reformist tradition. 
Both, though, often seemed to 
forget John Calvin’s call for 
God’s chosen people “to pre- 
pare for a life that is hard, 
difficult, laborious and full of 
countless griefs.” 

DAVID BOVEN 
Chicago m 
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cooperation We offer competitive conditions of employment 
and the chance to work m an international environment 
alongside colleagues from more than 50 countries^ 

Supporting global monetary and ftnonaal stability 







Intcrlixcc is the glolxil Ic.idcr m getting 
top cxecutiuN to the pimude of their careXTs. 
Using (Hir unique mtcnuttonal network and 
in-dcpth market knowledge, v\e act discreetly 
to provide tinnvallcd access to prinx* 
oppominities which arc rarely published. 



lnterE>(ec 



Are you a high achiever earning £150k to £lm-f? 

4^44 (0)207 562 3482 or 

email: londoneintercxcc.net www.lntcrexec.net 




European 

Investment 

8ar>k , . 

Tkt CU 




Join the bank that Invests 
in the things that matter... 



The EIB group has been a key partner in unlocking liquidity 
fa European inwstment projects since the onset of the crisis, 
providing more than EUR 5(X)bn since 2007 As a result, 
we are growing rapidly and are keen to recruit qualified 
and highly motivated people to help us take initiative, 
seize opportunities and share expertise, to ensure we make 
the right investment decisions. 

The EIB IS seeking to recruit at its headquarters 

in Luxembourg: 

• Analyst for Borrowing and Derivatives products 

(Job ID 102126) 

• Credit Risk Officer for Corporates (Job id io278S) 

• Derivatives Model Validation Officer (Job id io2127) 

• Financial Application Project and Support Officer 

(JoblD1020S3) 

• Financial Engineer (Job ID 10210S) 

• Pricing Analyst (Job ID 102100) 

• (Senior) Portfolio Manager for the Treasury 

(Job ID 102124) 

To find out more about these and other interesting EIB 
opportunities, please go to https://erecruitment.eib.org 

Jan us and make a drfference to the things that matter. To you. 
To your family. To everyone. 



...like sustainable energy, 
dependable transport, 
innovation and entrepreneurship. 



We believe that Diversity is good for our people and our 
business. We promote and value diversity and inclusion 
among our staff and candidates, irrespective of their gender, 
age, nationality, race, culture, education and experience, 
religious beliefs, sexual orientation or disaWlity. 
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Jlifad 

Investing in rural people 

Ihc lnicrnation.il luiul for Agriailtur.il Development (HAD) is an 
iniemational fiaiiKial institution and a specialized United Nations agenr>* 
dedicaied to i^.Klicating rural |xnvrty and hunger It doo so hy inveMrng in 
rural people. H AD finances programmes and projects that increase agricultural 
productivity and raise rural inconurx and advxicates at the local, national and 
inieniational lesci for |>olicies that contrihiiie to mral transforivuiirMi. 

II AD is looking for professionals with strategic vision, a solid team 
orientation, proven capacity to generate rcMilis. and a deep understanding 
of and commitment to development. II AD is currently seeking to recruit. 

Director, Partnership and Uesource Mobilization Office (H<M), grade D-l 
A member of II AD‘s senior Management learn, who leads and sets strategic 
direnions to enhance II AD’s outreach and cngiigcmcnt privaic-senor 
relations, technical support for partnciship and resource mobilization, 
and funds oversight and management A dynamic and accomplished 
professional who represents H AD at a senior U*vel in corporate outreach, 
partnership deselopment and global and regional policy prrKesses and 
esents, and establishes policies and procedures to ensure efficiency in 
re.source mobilization 

H AD offers a competitive remuneration and benefits packige ihat includes 
tax-free salarx; dependency' allowance, education grant up to university 
level, medical and group life iasiirancc. home leave and pension plan. 

11 AD is committed to achies ing diversity and is seeking a balanced 
workforce from its .Vlernber States. Women are partiailarly encouraged 
to apply. 

Tor ilctailccl information, visit our website 
U'W'sv.ifad.org/job 

Please send your application through the IFAD 
online .system by 17 May 2015 



MILLENNIUM 

otALUNoc conro>tATy)N 

UMtTCO STATCS O* AM1»1CA 



Millennium Challenge Corporation (MCC) is a U.S. Government corporation 
whose mission is to provide assistance that will support economic growth 
and poverty reduction in developing countries that demonstrate a 
commitment to just and democratic governance, economic freedom, and 
investments in their citizenry. 

Currently, we are soliciting for one position within the 
Department of Policy and Evaluation (DPE) 



Chief Economist 

Salary Range: $125,000 - $168,317 



As Chief Economist you will serve as a recognized Agency expert on a broad 
range of economic topics, as a senior advisor to Agency leaders, and will 
direct the Economic Analysis Division, which is responsible for evidence- 
based economic guidance and analysis (e.g., growth diagnostics, cost- 
benefit analyses, beneficiary analyses, etc.) in support of MCC program 
design, decision-making, implementation, and evaluation. As Chief 
Economist, you will also play an important external role in representing the 
agency to governments, the private sector, nongovernmental organizations, 
other donors, and academia. 



FOR MORE INFORMATION, GO TO http://www.mccjobs.us. 
View Vacancy Announcement Number: MCC-1 344957-1 5-39-DPE-DE 



MCC is an equal opportunity employer. Selection for positions will be based solely 
on merit without regard to race, color, religion, age, gender, national origin, political 
affiliation, disability, sexual orientation, martial or family status, or other differences. 
MCC provides reasonable accommodation to applicants with disabilities. 




European Bank 

for l<rron«lriirlio«i mml l)r%Tlop«iirnl 



CHIEF ECONOMIST | LONDON 

The European Bank for Reconstruction and Development (EBRD) 
is an international finartciaf institution promoting open market 
econoinies by investing in 34 countries on three continents, 
stretching from central Asia and Russia to eastern Europe and 
the southern and eastern Mediterranean. 

Our forthcoming 25-year anniversary in 2016 is an opportunity 
to reflect on the transition to open market economies and on 
the economic trajectory of our countnes of operations. As Chief 
Economist, you'll provide the intellectual leadership for this 
process. As part of the Bank's management team you'll also 
contribute to addressing the broad range of economic challenges 
that the Bank's regions of operations are currently confronting. 

Drawing on your expertise in the economics of structural change 
and a team of economic researchers, you will develop high-quality 
research and forecasts for our regions, publish the Bank's flagship 
"Transition Report" and position the EBRD as the international 
thought leader on the subject of transition. 



Promoting this research will ensure you have a high profile on the 
international stage, where you will speak publically on behalf of 
the EBRD. Reporting directly to the President, you will also be a 
member of the Bank's executive committee. 

You will have a Ph.D. in Economics, currently have a leading 
position in academia or a research (or related) position elsewhere 
and you'll have a good understanding of the challenges of 
the Bank’s region of operations. You combine expertise in 
industrial/development economics with a solid understanding of 
macroeconomics and forecasting. This is an opportunity to build 
on your existing reputation and standing, and there may be some 
scope to combine the role with academic research or teaching. 

A strategic thinker and an exceptional communicator, you’H make 
a major impact on the future of transition in our regions. 

For a more comprehensive job description and details of how to 
apply, visit www.ebrdjobs.com 

Closing date; 30 April 2015 



WE INVEST IN CHANGING UVES WWW.EBRDJOBS.COM 
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WORLD 

IHTSLLSOTUAL RRORSRTV 
OROANtZATION 



Director (D-1) 

Internal Oversight Division 

Svmt/trlind 

The World InteHectuat Property Orgentzatton (WlPO) is seeking hign- 
ly qualified and experienced c^xJidates lor the position ol Director, Internal 
OversighI Division The Internal Oversight Division (100) serves to exam 
Ine and evaluate, In an Independent manner, WlPO operations and activities 
based on nsk and relevance to WlPO management and constituencies wth a 
view towards promoting economy, efficiency, effectiveness and Impact of the 
Secretariat's work. The Director. KX) contributes to the efficient management of 
the Or^nization and the accountabity of the Director General to the Member 
States and Is responsible lor providing leadership, dvection and adnnistrative 
management for the functional areas of 100, namefy. Internal audit, InvestJga- 
txvi and evaiuaton. 

Reporting administratively to the Director General, the Oirsetor, K)0 works In 
accordance with the proviaions of WtPO's Iniemal Oversight Charter and has 
functional and operational Independence In the conduct of his/her duties, with 
the authority to initiate, carry out and report on any action, which he/she consid- 
ers necessary to futN his/her m,andaie. In the exerose of his/her duties, he/she 
takes advice from the WlPO Independent Advisory Oversight Commii;ee (1A(X3. 

For completo details on the vacancy and submission of application, pieese log 
on to httpsV/erecruit.wIpoJnt/lpublic/ Reference Vacancy Number FT/1 5/DI/ 
FT045 Applcations from quaMied women candidates are encouraged. 

If you are Interested in joining WlPO, a specialized agency of the United Nations 
based in Geneva, SiMtzertand, and you meet the requirements of the position, 
we encourage you to apply. The deadline Is May 17, 2015 




Join the EUEI PDF as a Project Manager 

.1, 



The European Union Energy Initiative - Partnership Dialogue 
Facility (EUEI PDF) is a Multi-EU-donor facility supporting 
developing countries and regions in enhancing and implementing 
policies, market development approaches and m building the 
capacity needed to accelerate progress in the energy sector. 

The EUEI PDF Project Management Unit is hosted by the 
CIZ. the German Federal Government's agency for international 
cooperation based in Eschborn. near Frankfurt, Germany. 
www.giz.de 

The EUEI PDF seeks experienced project managers willing 
to help address the challenge of providing universal access 
to sustainable, affordable and secure energy in developing 
countries. Working language is English and knowledge of 
French is desired 

For more information visit: WWW.euei-pdf.Org 

The f«r1n«fthlp facfitly (lUCI PDF) K cufrrntTy funded by AmtfU. tlw (itf ope*n 

CommHiton. finl*nd. Ff Jfxe, Crfm^ny, The Nethr/Urvh jod SvveJen 
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finance 

UNhP INITIATIVE 



Head of United Nations 
Environment Programme's 
Finance Initiative (UNEP FI) 



Director Position (D1) 

Geneva, Switzerland 

UNEP FI is looking for a dynamic Head to lead its work in engaging financial 
institutions to embed sustainable development practices across their operations. 
Created in 1 992 as a platform linking the United Nations with the financial sector 
globally, it currently has over 200 members representing Banks, Insurers, and 
Investors from around the world. UNEP FI works to introduce environmental, 
social and governance considerations into lending, investing and insurance 
practice, and contributes the perspectives of financial institutions to the various 
UN and global activities on sustainable finance. UNEP FFs mission is to bring 
about the systematic changes needed across the finance community to ensure 
a sustainable world as highlighted in its motto, 'Changing finance, financing 
change'. 

Responsibilities 

Position UNEP strategically on issues of sustainable finance by providing the 
vision and coordination of the UNEP FI Secretariat. 

Qualifications 

• Advanced university degree in Finance, Business Administration, 
Environmental/Resource or Development Economics. 

• A minimum of fifteen years of experience relating to finance, investment, 
insurance, economics and environment, five of which should be at an 
international level. 

• Fluency in English. Working knowledge of other official UN languages is an 
asset. 

To apply 

interested candidates are invited to review the full description of the post and 
apply online through INSPIRA, on https://inspira.un.org, by 9 May 2015, 
(Job reference JO 40328) and to learn more about UNEP FI visit our website at 
www.unepfi.org 
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International Organization of 
Securities Commissions (IOSCO) 

Secretary General 



The International Organization of Securities Commissions (IOSCO) is the leading 
international policy forum for securities regulators and is recognised as the 
global standard setter for securities regulation. The organization's membership 
regulates more than 95% of the world's securities markets in 1 15 jurisdictions 
and its membership continues to grow. 

IOSCO aims through its work to: 

• promote the protection of investors; 

• ensure that markets are fair, efficient and transparent; and 

• reduce systemic risk. 

The Secretary General is lOSCO's senior full-time executive, appointed by and 
accountable to the organization through the IOSCO Board, and is responsible for 
pursuing lOSCO's strategic objectives and leading the General Secretariat, which 
is based in Madrid, Spain. 

The Role 

The successful candidate will be responsible for leading the work of the General 
Secretariat which serves as the permanent base for the organization's global 
membership, and is staffed by a multinational team. Your main responsibilities 
will focus on supporting lOSCO's work in pursuit of its aims and objectives which 
will involve maintaining and reinforcing lOSCO's position as the international 
standard setter for securities regulation; leading lOSCO's regulatory capacity 
building initiatives; while raising lOSCO's visibility and profile. One of your key 
tasks will be implementing the organization's Strategic Direction for 2015-2020. 

The Candidate 

You are an experienced securities markets professional with a strong background 
in public policy, and possessing outstanding leadership, diplomatic, analytic and 
communication skills. You will need to be fluent in English, with a knowledge of 
Spanish, Portuguese or French an asset. 

Applications 

Detailed information about the position and the application process is available 
at https://www.iosco.org/about/?subsection=vacancies. For any queries 
please contact Jonathan Bravo at SG-Vacancy@iosco.org. Applications should 
be submitted to the Nominations Committee at SG-Vacancy@iosco.org by 
close of business on 1 5 May 201 5. 
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The Economist Global Business Review 



Introducing The Economist Global Business Review. 

Our new bilingual app delivers insightful analysis on global trends in business, finance and technology. 

Switch effortlessly between English and Chinese. 

Download now and enjoy free full access for a limited time. 

Launch sponsored by 
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For those in peril 



ALEXANDRIA, AMSTERDAM, BAMAKO AND CATANIA 

As long as there is suffering and poverty beyond its shores, people will try to get 



into Europe. They need not die doing so 

E very coin that he is left as a tip brings 
Daouda Boubacar a step closer to Eu- 
rope. The 22-year-old, a waiter in a busy 
cafe on the outskirts of Bamako, the capital 
of Mali, is saving for a journey that will 
take him by bus to Gao in the north. From 
there he hopes to travel by lorry across the 
Sahara to Algeria and then Libya. That will 
open up the uncertain prospect of crossing 
the Mediterranean by boat in order to find 
a better paying job on the other side. He 
has saved $1,500 so far; he thinks he will 
need more than that. 

Like most west Africans considering 
such a trip, Mr Boubacar knows the risks. 
Reports of migrant deaths in the Mediterra- 
nean spread quickly over social media. 



Even so, it is easy to find Nigerians, Gambi- 
ans and Senegalese passing through Bama- 
ko on their way north. As a Ghanaian 
welder sitting outside the cafe puts it, “Life 
is dangerous wherever you go. I could be 
killed on a building site here. So I go.” 

In Egypt Fares Albashawat also dreams 
of a passage to Europe. After being shot a 
number of times by forces loyal to Bashar 
Assad, the president, he fled his native Syr- 
ia for Lebanon. When word came that mil- 
itants from Hizbullah were looking for him 
the family upped sticks again, making it to 
Egypt in July 2013, a week before the gov- 
ernment stopped admitting most Syrian 
refugees. Mr Albashawat, still suffering 
from his wounds, could travel no farther. 



and has been seeking resettlement 
through the un High Commissioner for 
Refugees. Around the beginning of April 
his wife, tired of the wait, chose to leave Al- 
exandria and continue to Europe with 
their daughters. 

A Facebook page for Syrian refugees has 
now confirmed that his family has reached 
Italy. Asked about the danger they faced on 
the trip, Mr Albashawat replies, “What 
danger? This is nothing compared with the 
danger we saw in Syria.” 

Angry tumult 

The smuggling of people across the Medi- 
terranean is not new; nor are the losses at 
sea that come with it. In 1996 at least 283 
people died on an illegal voyage from Alex- 
andria to Italy. But the trade has vastly ex- 
panded over the past few years thanks to 
two developments. 

The civil war in Syria has driven what 
the International Organisation for Migra- 
tion (iom) calls “the biggest movement of 
people since world war two”, with 8m 
people displaced inside the country and 
4m leaving it. Most of these refugees stay in 
neighbouring countries. But many wish to 
go farther. In Hirkey, which can be reached 
by ferry from Lebanon, they can join the 
flow of migrants from South Asia and Af- 
ghanistan, eventually entering Greece by 
boat. Alternatively they can head for Libya, 
either through Egypt or by flying to Sudan 
and joining one of the smuggling routes 
that cross the Sahara. There they will meet 
refugees fleeing Eritrea, a country which, 
with its mixture of indefinite military ser- 
vice, torture, arbitrary detention and all- 
round repression has one of the worst hu- 
man-rights records in the world. 

The routes head for Libya because an- 
other post-Arab-spring civil war has made 
it a much easier way to get to Europe. The 
smuggling routes which used to take peo- 
ple to Libya as an end in itself-moving 
there was for a time an attractive proposi- 
tion for many in sub-Saharan Africa— now 
continue right through it and into the sea. 

These two developments explain why 
the UN’s tally of migrants crossing the 
Mediterranean in 2014 was, at 219,000, 
nearly four times larger than the figure for 
the year before (see chart 1 on next page). 
Economic migrants like Mr Boubacar and 
refugees like Mr Albashawat can now fre- 
quently find themselves heading to sea to- 
gether (though in all likelihood a wealthier 
Syrian like Mr Albashawat would be 
above decks and Mr Boubacar below). 

But these developments do not, of 
themselves, explain why such people so 
often now end up dying together. The Ital- 
ian government says 23,556 people had en- 
tered Italy irregularly by sea by April 19th 
this year, compared to 20,800 during the 
same period in 2014; the total number 
making the crossing, given the season, thus 
seems not to have risen year-on-year. But ►► 
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The crossing ■ 

Migrants to Europe via the Mediterranean 

Arrivals Dead and missing 

per year, *000 per month 




Sources: UNHCR; International 

Organisation for Migration *April 21st 



► the number of migrants who have died has 
shot up. Even before the tragedy of April 
19th, when a boat sank about 50 nautical 
miles (100km) off the Libyan coast, killing 
hundreds, this year’s tally of lives lost 
stood at 954, compared with just 96 to the 
end of April last year. 

Exactly how many more died on April 
19th is hard to say. The smugglers’ boat was 
in the process of being rescued by a Portu- 
guese freighter when the two collided. 
One survivor has said 700 people were on 
board, another 950; other accounts put the 
number at around 400. What is known for 
sure is that the vessels which answered the 
distress call from the Portuguese ship were, 
between them, unable to find more than 
28 survivors. “We stayed there for hours 
and hours, but all we found were jackets, 
rucksacks, caps and a big oil slick,” Vin- 
cenzo Bonomi, the skipper of a fishing boat 
told II Fatto Quotidiano, an Italian newspa- 
per. Just 24 bodies were recovered. Shock 
at the scale of the loss led to an emergency 
summit of European Union heads of gov- 
ernment that was taking place on April 
23rd as The Economist went to press. 

Wild confusion 

The obvious reason for the recent increase 
in deaths is that less is being done to avert 
them. In October 2013, after 366 migrants 
lost their lives off Lampedusa in another 
disaster, the Italian government launched 
an ambitious search-and-rescue opera- 
tion, Mare Nostrum. It made use of an am- 
phibious warship and two frigates, and 
had five naval vessels on patrol at all times 
as well as support from the coast guard. 
The navy claims the operation led to the 
rescue of more than 150,000 people and 
the arrest of 330 smugglers. 

But a year after Mare Nostrum’s launch 
by the government of Enrico Letta it was 
shut down by Angelino Alfano, interior 
minister in Matteo Renzi’s new left-right 
coalition. Mr Alfano, who leads the New 
Centre Right, a conservative party, was in 
an uncomfortable position given the out- 
right rejection of Mare Nostrum by the oth- 
er parties of the Italian right. They com- 



plained that it had the effect of making the 
navy part of the smugglers’ business plan. 
The smugglers did not need to get their car- 
goes to shore, merely to abandon them 
where the ships of Mare Nostrum would 
pick them up. 

The programme’s critics in Italy and 
elsewhere in the eu went on to argue that 
although it seemed to save people, by en- 
couraging people to risk their lives it actual- 
ly led to more deaths. As the British govern- 
ment put it, there was “an unintended ‘pull 
factor’, encouraging more migrants to at- 
tempt the dangerous sea crossing and 
thereby leading to more tragic and unnec- 
essary deaths”. 

When Mr Alfano, frustrated by the lack 
of support from the rest of the eu, closed 
down Mare Nostrum in October 2014 it 
was replaced with Operation Triton, run 
by Frontex, the eu’s border-control agency. 
Triton has fewer resources, less than a third 
of the budget and a narrower remit. 
Though its coastguard vessels have taken 
part in many rescues, they do not actively 
search for boats in distress more than 30 
nautical miles from the Italian coast. 

The unchanged numbers of migrants 
reaching Italy strongly suggest that making 
the crossing more dangerous has not re- 



duced the pull factor at all. It is hard to say 
for sure that Mare Nostrum would have 
made a difference on April 19th; the smug- 
glers’ boat might have sunk during the res- 
cue even had the Italian navy been there. 
But the overall figures argue strongly that, 
by making the passage more risky, the 
move from Mare Nostrum to Triton has 
cost many innocent lives. “I just hope this 
latest mass killing will shake the con- 
sciences of the international community,” 
Italy’s coastguard commander, Vice-Admi- 
ral Felicio Angrisano, said on April 20th. 

There may be some shaking. A ten- 
point EU response, outlined by home-af- 
fairs and foreign ministers on April 20th 
before the summit on the 23rd, reversed 
course to a degree. It promised to increase 
resources for Triton, though without ex- 
plicitly mentioning search and rescue, the 
main feature distinguishing Triton from its 
predecessor. Donald Tusk, who as presi- 
dent of the European Council will chair 
the summit, declared: “The situation in the 
Mediterranean is dramatic. It cannot con- 
tinue like this.” 

It will, though, be very hard to change. 
The countries of the eu all have their own 
asylum systems; there is no mechanism for 
sharing refugees across the union. Under ►► 
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► the so-called Dublin regulation it is the re- 
sponsibility of the first European country 
that any asylum-seeker arrives in to have 
him fingerprinted and hear his applica- 
tion; if he is granted asylum, his right to re- 
main applies only to that country. 

Italy and other southern European 
countries argue that this places a dispro- 
portionate burden on them. Other coun- 
tries retort that Italy often skirts that bur- 
den by neglecting to fingerprint applicants 
and letting them go where they will- 
which in practice means anywhere in the 
borderless Schengen area. Economic mi- 
grants know that, if at all possible, they 
should avoid getting fingerprinted and 
head north. Very few failed applicants for 
asylum get deported from Italy; a lot of eco- 
nomic migrants get in and move on, say 
other European countries. 

So item five in the ministers’ ten-point 
plan demands a renewal of the commit- 
ment to fingerprinting of all migrants. The 
European Asylum Support Office will de- 
ploy teams to Italy and Greece to help 
them with the painstaking task of process- 
ing asylum applications. There will also be 
a “new return programme” to speed up the 
repatriation of boat people deemed to be 
illegal immigrants. 

Appointed limits 

Speeding things up is popular when it 
comes to refugees and asylum. In France 
Manuel Vails, the prime minister, has 
promised to slash the time it takes to re- 
solve asylum applications. Germany’s in- 
terior minister, Thomas de Maiziere, has ar- 
gued for something similar. Both like the 
fact that rapid decisions can be pitched to 
the political left as helping refugees gain 
certainty, and to the right as helping deport 
those who do not deserve to stay. Taking 
into account the views of the anti-immi- 
gration right is seen as vital by most Euro- 
pean governments. 

That is why item six in the plan, which 
says that the eu will “consider options for 
an emergency relocation mechanism”- 
that is, a means of more fairly sharing refu- 
gees around Europe-is likely to be most 
contentious. The anti-immigration right 
wants to portray boat people as being for 
the most part illegal economic migrants, 
but a great many of them are not. Half of 
last year’s arrivals in Italy were from Syria 
and Eritrea (see chart 2 ) and, on an eu- 
wide basis, applicants from those coun- 
tries got first-instance refugee status two- 
thirds of the time in the last quarter of 2014 . 
A fair deal would need to parcel out tens or 
hundreds of thousands of Syrian and Eri- 
trean refugees across the eu, and that will 
be hard to sell; some eu countries are a lot 
more welcoming than others (see chart 3). 

That is why the eu’s focus is likely to be 
on dealing with what it wants to portray as 
the source of the problem-that is, not with 
its own arrangements and dysfunctional 
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politics, but with the channels by which 
people get to its shores in the first place. 

Co-operation with willing neighbours 
can produce results. And willing neigh- 
bours do not need to be nice ones. Italy 
used to do deals with Libya’s Colonel 
Muammar Qaddafi to shut off migration 
routes for a time, though he would periodi- 
cally threaten to renege and send as many 
migrants as possible. These days, though, 
the writ of the internationally recognised 
government does not run over the ports 
where the migrants embark— Zawiya, Sab- 
ratha, Garabouli and Misrata. Officials 
from the rival administration in lYipoli, 
which is closer to those towns, offer the 
help they might provide as a reason to give 
their faction recognition. “We know how 
much the Europeans worry about this,” 
says one. “If they don’t help us, we all suf- 
fer.” But Europe is not eager to recognise a 
motley bunch of militias, some of whom 
are Islamists. 

There might still be unilateral options. 
The ten-point plan talks of sharing intelli- 
gence about people-smuggling networks, 
and in its promise to make “a systematic ef- 
fort to capture and destroy vessels used by 
the smugglers” it even hints at military ac- 
tion. There is an allusion to an anti-piracy 
campaign, known as Operation Atalanta, 
in which eu helicopters strafed the boats 
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and fuel dumps of Somali pirates. The 
prospect of eu countries taking such action 
in Libya, though, seems remote; they have 
not recently been much given to such pok- 
ing at hornets’ nests. 

If they were to do so there would be a 
risk that, like making the sea crossings 
more dangerous, such actions could end 
up hurting the people trying to migrate as 
much as, or more than, the people profiting 
from their migration. Part of the recent rise 
in the death toll may be due to the fact that 
the smugglers are already running short of 
boats and forcing ever more people onto 
the ones that remain. Twice this year, 
armed smugglers have taken back their 
vessels after a rescue operation-a sign that 
boats are becoming more valuable. As 
boats get scarcer, ever more people are 
forced onto each of them, often at gun- 
point. Flavio Di Giacomo of the iom says 
one recent arrival showed him scars on his 
arms and legs where he had been slashed 
with a knife to force him onto the boat. 

Fire and foe 

This is not the first brutality they will have 
faced on their journey. Some migrants are 
forced to work until they earn the smug- 
gler’s fee, which invariably rises. Others 
are imprisoned in half-built houses or held 
in the desert until their families back home 
agree to pay ransoms. Just as ancient forms 
of networking co-ordinate smuggling trails 
across different countries, so modern net- 
working allows a Libyan smuggler to get a 
Sudanese counterpart to collect payments 
from a migrant’s family in Khartoum. 
Many migrants are tortured, sometimes 
while on the phone with relatives for great- 
er effect. Women face the additional risk of 
sexual violence. 

The smuggling networks are highly lu- 
crative. An Eritrean’s passage to Libya may 
cost $6,000, though a Malian might only 
pay a tenth of that. The un says shipping 
migrants towards Europe from Libya is a 
$i7om industry. The smugglers combine 
criminality and tribal loyalty and are very 
adaptable to changes in circumstance. So 
although better-shared intelligence on the 
part of the eu and local states may get 
some results, it is highly unlikely to shut 
the trade down. Control of Libya’s ports 
could do more, though it would leave the 
problem of more than 500,000 would-be 
migrants stuck in a country that does not 
want them and with no way back home. 

And if the situation in Libya were tight- 
ened up, new routes would emerge. Not 
that long ago the main route for Africa’s 
economic migrants was across the Atlantic 
to Spain’s Canary islands; at other times 
the boat people set out mainly across the 
Aegean Sea to Greece. When the regime of 
Zine el-Abidine Ben Ali collapsed in 20U 
migrants set forth en masse from Tunisia. 

Thus the eu is also looking at the pos- 
sibility of processing claims to refugee sta- ►► 
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^ tus outside the eu— either in north Africa 
or in the countries Syrians first enter on 
leaving their own. There is talk of an eu 
“pilot project” to resettle about 5,000 Med- 
iterranean refugees. It would require a pro- 
cess for selecting beneficiaries and for 
choosing where in the eu to send them on 
the basis of some sort of “distribution key” 
based on size of population, economic 
strength, unemployment rates and the 
number of refugees already taken in. This 
might be the start of greater harmonisation 
in EU asylum policy. 

Mr de Maiziere has proposed establish- 
ing centres in north Africa to review asy- 
lum applications at the source-another 
policy that can be presented as tough or 
generous, depending on the audience. 
Having a base beyond your shores at 
which to do such things has been tried by 
others: America lands refugees from Haiti 
and elsewhere at its Guantanamo Bay base 
on Cuba; Australia takes them to the is- 
land-state of Nauru and to Manus island in 
Papua New Guinea, never letting them 
onto its own soil. Australia has diverted 
hundreds of boats in recent years; only one 
has even entered its territorial waters since 
the end of 2013. But the tough policy has 
come at a great cost to the country’s reputa- 
tion (see box). 

Besides, Europe lacks a convenient is- 
land nation open to aid-for-boat-people in- 
ducements. And its law adds protections 
for refugees beyond those that American 
and Australian lawyers claim to see in the 
1951 UN convention. In 2012 the European 
Court of Human Rights ruled that boat 
people must be given a fair chance to apply 
for asylum and may not automatically be 
sent back even if rescued in international 
waters. 

A processing centre in north Africa 
might deal both with migrants reaching it 
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Refugees in Asia 

“Stop the boats” 

SYDNEY 

Australia’s uncompromising tactics 

M ulticultural and prosperous, 
Australia is notable for its welcome 
to migrants— and for its intolerance of 
boat people. In 1992, the Labor govern- 
ment of Paul Keating introduced a policy 
of “mandatory detention”: asylum- 
seekers in boats would be locked up, 
pending assessment of their claims. 

But the number of boat people only 
rose. By the turn of the millennium it was 
4,000 a year, at which point John How- 
ard, head of the (conservative) Liberal 
government, resorted to his “Pacific 
solution”. Boat people would be sent to 
new detention camps on Manus Island, 
in Papua New Guinea, and on the island- 
state of Nauru. The contentious policy 
was overturned in 2008 by the Labor 
prime minister, Kevin Rudd, but reinstat- 
ed by Julia Gillard, his Labor successor. 

Tony Abbott, the current Liberal prime 
minister, campaigned on a promise to 
“stop the boats”. He has been tougher 
even than Mr Howard. On April 17th an 
Australian naval vessel offloaded 46 
Vietnamese asylum-seekers in VungTau 
in southern Vietnam after intercepting 
them at sea. The un and others question 



over land and with those saved from the 
seas, should it meet the court’s criteria. It 
would, though, require a stable regime to 
host it, and might very easily become a tar- 
getforterrorism. And it— or they— would at- 
tract vast numbers of migrants from else- 
where in Africa. 

In the case of the last great maritime ref- 
ugee crisis, that of the Vietnamese boat 
people, it took concerted measures by 
many countries to get to grips with the pro- 
blem. More thanim people were resettled 
around the world; merchant ships were 
compensated for their rescue efforts; even- 
tually deals were struck with Vietnam for 
the orderly departure of refugees and the 
repatriation of the undeserving. For the 
world to help Europe in such an effort 
when Europe has, so far, shown no real 
ambition in sorting out the issue itself, 
though, would seem far-fetched. 

And in the long run migration north to 
Europe will never just be a matter of refu- 
gees. Though chaos and civil war are hard- 
ly likely to leave the Arab world soon, 
chronic underdevelopment and accompa- 
nying political instability in parts of sub- 
Saharan Africa look set to last even longer. 
And the population there is expected to 
double over the next 30 years. There will 
be a lot more young men like Mr Boubacar. 

There are many worse places to live 



whether their asylum claims had been 
screened properly. Australia has struck a 
deal with Cambodia to resettle some of 
the 485 people in Nauru now recognised 
as refugees (about four-fifths of those 
assessed). But those offered this “new life 
in a safe country, free from persecution 
and violence” have not taken the offer up. 

Australia admits about 200,000 im- 
migrants a year through regular channels. 
It also resettles some 13,750 refugees a 
year from other parts of the world. But 
when it comes to boat people, it is bent 
on deterring irregular migration. 

The government claims that just one 
“people smuggling venture” has made it 
to Australian waters since December 
2013, and that boat’s passengers were 
transferred to Nauru. But the policy has 
financial and reputational costs. The 
detention centres cost A$3 billion ($2.3 
billion) in the 2014-15 fiscal year. Human- 
rights groups chastise Australia for aban- 
doning its obligation to protect asylum- 
seekers. Mr Abbott, though, is unrepen- 
tant and thinks Europe should get 
tougher. “The only way you can stop the 
deaths is in fact to stop the boats.” 



than Bamako. It is a reasonably sophisticat- 
ed city; Mali’s economy grew 7.2% last year. 
But Mr Boubacar wants out. “No matter 
how hard I work, I’m doomed. My father 
did not have a regular salary, I don’t, nor 
will my children.” No job lasts longer than 
a few months, no place in school is as- 
sured, no gain is safe from theft. Economic 
anxiety is mixed with fear of political vio- 
lence. Half of Mali fell to Islamic extremists 
three years ago. A French-led intervention 
pushed them back, but no peace deal has 
been signed, and terror attacks remain 
common. And Mali is far from the only 
country in the region to be threatened by 
political instability— or, for that matter, by 
climate change, which could lay low econ- 
omies and governments. The forces that 
move a man to economic migration today 
could make him a refugee tomorrow. 

And all the time pictures of seemingly 
attainable prosperity glisten on the televi- 
sion screen in the back of Mr Boubacar’s 
cafe. The vision can seem like a mirage, but 
everyone knows someone who can attest 
to its reality. A man sitting outside the cafe 
says he has heard of several people who 
have made it all the way to Europe and sent 
back glowing reports. But he also knows 
that they are the lucky ones. “The ones 
who die we never hear from. They can give 
no advice.” ■ 
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The politics of trade 

Fighting the secret plot to make the 
world richer 



As America inches towards a big trade deal with Asia, Barack Obama faces a 
showdown with his party 



P RESIDENT BARACK OBAMA is itching 
to sign one of the biggest trade deals in 
American history. The Trans-Pacific Part- 
nership (tpp) would link n economies of 
the Pacific rim-includingjapan and Singa- 
pore-with America. These 12 countries to- 
gether account for 40% of world gdp and 
one-third of trade (see chart 1). As well as 
dismantling tariff barriers, the tpp is meant 
to tackle tough issues such as intellectual 
property, labour and environmental stan- 
dards. American trade negotiators predict 
that by 2025 the tpp will make the world 
$220 billion a year richer. 

Many Democrats, however, fiercely op- 
pose it. Sandy Levin, a Democratic con- 
gressman, growls that he is “out to defeat” 
Mr Obama’s plans. Hillary Clinton has 
conspicuously withheld her endorsement. 
Labour unions hate the tpp. If it passes, it 
will be because Republicans in Congress, 
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for once, back Mr Obama. 

The geopolitical aspects of the deal are 
hardly controversial. Friendly ties with 
Asian allies are obviously important. Chi- 
na has been flexing its military muscles 
over disputed islands and is trying to build 
up regional influence with projects such as 
the Asian Infrastructure Investment Bank, 
of which America is not a part. The tpp 
could help America retain its sway in Asia, 
boosters argue. If the 12 tpp countries 
plump for common trade standards (for in- 
stance, mutual recognition of regulatory 
approval processes in medical services), 
then those rules-not China’s-could func- 
tion in effect as global ones, given the fat 
chunk of world gdp they would govern. 

Congressional Republicans and Mr 
Obama argue that by boosting exports, the 
deal would make America richer. Jason 
Furman, the chairman of the president’s 
Council of Economic Advisers, says that by 
2025 the TPP would raise American in- 
comes by 0.4% per year. Public support for 
foreign trade is high. Gallup finds that 58% 
of Americans see it mostly as an opportu- 
nity-a figure that has risen 17 percentage 
points since the recession-and only 33% 
see it as a threat. Republicans’ views have 
not changed much, but the proportion of 
Democratic voters who see trade positive- 
ly has shot up from 36% to 61% since 2008 
(see chart 2). This may be because Demo- 
crats are more likely to be in jobs that bene- 
fit from globalisation, or it may simply be 



because there is now a Democrat in the 
White House pushing trade deals instead 
of a Republican. 

Nonetheless, opposition to the deal is 
strong. Democratic politicians are much 
less trade-friendly than Democratic voters 
or the country as a whole. Many fret that 
imports from low-cost countries such as 
Vietnam will hurt American workers in in- 
dustries such as carmaking and textiles. 

This is not a foolish worry. Globalisa- 
tion has filled people’s shopping trolleys 
with cheaper, better goods: the us Cham- 
ber of Commerce estimates that imports 
boost the average American family’s pur- 
chasing power by $10,000 a year. How- 
ever, trade has probably also held down 
blue-collar workers’ wages in rich coun- 
tries. A new paper, from Ann Harrison of 
the University of Pennsylvania and col- 
leagues finds that if there had been no im- 
ports, median real wages in America in 
2008 would have been 3% higher than 
they actually were. For workers in menial 
tasks, they would have been 15% higher. 
Another paper found that a quarter of the 
employment decline in American manu- 
facturing from 1990 to 2007 was caused by ►► 
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► competition from Chinese imports. 

Yet it is difficult to blame trade deals for 
this. America has no free-trade agreement 
with India, yet imports of goods from there 
have more than doubled over the past de- 
cade. Though many Democrats see 
NAFTA, a deal with Canada and Mexico 
that Bill Clinton signed in 1993, as a disaster 
for America’s workers, the consensus 
among economists is that it did not have 
much effect on the labour market. The ef- 
fects of the latest deal are unlikely to be 
very different. What is more, thanks to 
pressure from Democrats, any trade deal 
would also include extra “trade-adjust- 
ment assistance”: ie, help for those whose 
jobs may be threatened by it. 

Barack Obama, corporate shill? 

This will not reassure everyone. The tpp is 
big-there are nearly 30 chapters-and 
since large chunks of the negotiations are 
kept secret, many worry that American 
workers, human rights and the environ- 
ment will soon be at the mercy of the “glo- 
bal corporate agenda” that Mr Obama 
somehow represents. Many of these con- 
cerns are overblown. In tpp negotiations 
America is pursuing provisions similar to 
the “May 10th Agreement”, a deal which 
included workers’ rights and has appeared 
in other American trade pacts. 

Other parts of the tpp will irk greens. In 
recent months America seems to have soft- 
ened its language on the environment, pos- 
sibly to win over poorer trading partners. 
Mr Levin complains that the tpp “does not 
address whether or how climate-change is- 
sues should be handled”. 

The TPP might not be so controversial if 
talks were conducted openly. Jeffrey Schott 
of the Peterson Institute, a think-tank, ar- 
gues that although negotiators need input 
from those who will be affected— includ- 
ing businesses and trade unions-making 
the negotiations public might make it diffi- 
cult to balance the demands of competing 
interest groups. However, secrecy may 
now be so strict that it ends up irritating 
everyone. In an attempt to make the plan 
stick, senior Democrats say that a final 
trade agreement must be subject to public 
consultation before Congress votes. 

Many Democrats also grumble that the 
TPP says little about “currency manipula- 
tion”, by which countries deliberately hold 
down their currencies to boost exports. Ac- 
cording to a paper from the Peterson Insti- 
tute, currency manipulation may be re- 
sponsible for half of America’s “excess 
unemployment” (joblessness above what 
economists call “full employment”). 
Among the countries the paper designates 
as “currency manipulators” are Japan and 
Singapore. Some simple, even lax, rules on 
currency manipulation would appease 
many of the sceptics, though such manipu- 
lation is fiendishly hard to define. 

Economists worry that cluttering up 



trade pacts with rules about labour, green- 
ery and currencies dilutes the benefits of 
free trade and gives its opponents extra 
tools to block the deals entirely. However, 
there is scant chance of getting any deal 
through Congress without such sweeten- 
ers. On April 16th congressional leaders set- 
tled on a bill to give Mr Obama “Trade Pro- 
motion Authority” (tpa), also known as 
“fast track”. This is very important: if the 
bill passes, it would allow the president to 
negotiate a deal and then submit it to Con- 
gress for a yes-or-no vote, with no amend- 
ments. Without this power, it is hard for Mr 
Obama to make credible promises, since 
Congress could shred them later. Past deals 
have nearly always been negotiated using 
fast track, which expired in 2007. 

Mr Obama’s ability to conclude tpp 
and an even bigger proposed pact with Eu- 
rope, the Transatlantic Drade and Invest- 
ment Partnership, hinges on him getting 
fast-track authority. Most Republicans in 
Congress, where they hold a majority in 
both chambers, are likely to support him- 
they believe in free trade and are keen to 
show that they can govern. But both tpa 
and TPP will need a few Democratic votes 
to pass. And with so many Democrats in 
Congress, not to mention darlings of the 
left such as Elizabeth Warren, either anti- 
trade or seeking to build a post-Obama 
identity, that is far from assured. ■ 



Republican presidential hopefuls 

A field guide to 
2016 

WASHINGTON, DC 

How to tell the A-listers from the 
publicity seekers 

ii'OUNNING for office is real simple,” 
JVTed Cruz told supporters in New 
Hampshire recently, within earshot of a 
Politico reporter. “You just surgically dis- 
connect your shame sensor. Because you 
spend every day asking people for money. 
You walk up and say, ‘How are you doing, 
sir? Can I have money? Great to see you, 
lovely shirt, please give me money’.” This 
year should be a good one for shame sur- 
geons: the Republican field for 2016 so far 
consists of 20 men and one woman who 
have either declared their candidacy for 
president, set up the machinery for a run or 
expressed an interest in running. 

Making sense of this stampede requires 
sorting them into categories. We have 
come up with six (see table). Of the 21 only 
six candidates-the A-listers and the Dark 
Horses-look plausible. Most pundits have 
been too quick to discount Chris Christie, 
the governor of Newjersey, who reminded 
them why his candidacy might be interest- 
ing by announcing support for raising the 



Pachyderms on parade 


A-listers 

Currently out in front 


Scott Walker 
Marco Rubio 
Jeb Bush 


Insurgents 
Won't win but will 
make the race 
awkward for others 


Ted Cruz 
Rand Paul 


Dark Horses 
Merita serious look 


John Kasich 
Chris Christie 
Rick Perry 


Publidty Seekers 
Have books to sell, TV 
careers to look after, 
causes to publidse 


Rick Santorum 
Mike Huckabee 
Donald Trump 
John Bolton 
Pete King 
Ben Carson 


Job Hunters 
Would like a post in the 
next administration, 
please 


Bobby Jindal 
Carly Fiorina 
Bob Ehrlich 
George Pataki 


No Hopers 


Lindsey Graham 
Jim Gilmore 
Dennis Michael Lynch 


Source: The Economist 





retirement age and means-testing Social 
Security, two things that are usually con- 
sidered the electoral equivalent of drink- 
ing weedkiller. The same is true of John 
Kasich, the governor of Ohio, who has 
been quiet thus far but is a moderate with a 
good record from a crucial swing state. 

The largest group is made up of those 
who have no chance of winning but will 
benefit from the publicity that a presiden- 
tial run, however quixotic, brings. Mike 
Huckabee’s career on cable tv gets a boost 
from being taken semi-seriously as a politi- 
cian, and his campaign would double as a 
book tour. Rick Santorum, a former sena- 
tor, and Ben Carson, a brain surgeon, have 
books to sell. John Bolton, a neoconserva- 
tive intellectual, and Pete King, a congress- 
man, would just like more attention. 

The Job Hunters are almost as numer- 
ous. These people have better cvs than 
most of the self-publicists, but also no 
chance of winning. A presidential bid 
could remind people that they exist and 
might be worthy of a post in a new admin- 
istration, or in a lobbying firm if the Repub- 
lican candidate loses. That leaves the Insur- 
gents, Senators Ted Cruz and Rand Paul, 
who are likely to push other candidates 
into positions they might find uncomfort- 
able but will not get the nomination. The fi- 
nal group is the No Hopers, among whom 
Lindsey Graham, a likeable, outspoken 
senator, gets an honourable mention. 

There may be more still to come, a pros- 
pect that might require the construction of 
a double-decker stage for the first Republi- 
can debate in August. Another option 
might be to borrow some space from the 
Democrats, who currently have the oppo- 
site problem and would be delighted if a 
fewmore candidates materialised. ■ 
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Police culture 



Wanted: cops with people skills 



WASHINGTON, DC 

When law enforcement is just about force, people are killed 



T O THE sound of electric guitars, heavi- 
ly armed police officers fire assault ri- 
fles, drive squad cars fast and pull their 
guns on fleeing crooks. “Are you qualified 
to join the thin blue line?” asks a narrator, 
in the sort of breathless voice you might ex- 
pect in a trailer for “Fast & Furious 7”. The 
advert’s aim is not to sell movie tickets, 
however, but to recruit police officers in 
Gainesville, a city of 127,000 in Florida. 

Would-be cops who take this video se- 
riously are likely to be disappointed. The 
reality of the job, as one officer from a large 
west-coast agency explains, is far less glam- 
orous. “The public want us to come up and 
deal with a neighbour who is mowing 
their lawn at 3am. They want us to deal 
with their disruptive child. They want us to 
deal with the crazy person who is walking 
down the street shouting.” As crime has 
fallen across America since the 1990s, pol- 
icing has shifted more towards social work 
than the drama seen on tv. Police culture, 
however, has not caught up. 

The gap may help to explain why 
American police are so embattled. The lat- 
est controversy is the death of Freddie 
Gray, a 25-year-old man from Baltimore 
who died on April 19th after being arrested 
(six officers have since been suspended). 
That followed the killing on April 4th in 
South Carolina of a 50-year-old man, Walt- 
er Scott, who was shot in the back by a po- 
lice officer after running away from his car 
(the officer was charged with murder after 
a video of the killing emerged). In another 
case in TUlsa on April 2nd, a 73-year-old re- 
serve police officer killed a man when he 
accidentally fired his gun instead of his 
taser. All three victims were black. 

No one knows how many people die in 
contact with America’s roughly 18,000 
law-enforcement agencies. The fbi pub- 
lishes reports, but police forces are not re- 
quired to submit data. The incomplete fbi 
figures show that at least 461 people died in 
“justifiable homicides” in 2013, an increase 
of 33% since 2005. Other sources suggest 
the true number could be as high as twice 
that. In Britain, by contrast, police shot and 
killed precisely no one in 2013. 

American police resort to violence 
more partly because they meet it more. 
“We’ve never had a population who are so 
well-armed,” points out Ron Teachman, 
the chief of police in South Bend, Indiana. 
Twenty-six police officers were killed with 
guns in the line of duty in 2013, far more 
than in any other rich country. “When you 



go to a police academy, the first thing they 
say to you is that it’s dangerous and you 
could get killed out there,” says Jim Bueer- 
mann, a retired police chief and the head 
of the Police Foundation, a think-tank. 

Yet fewer police officers are killed now 
than in the past, and the number who are 
shot is less than the number who die in 
traffic accidents. Over time, suggests Mr 
Bueermann, a justified alertness to danger 
may have warped into a belief that the 
swift use of force is the only thing keeping 



cops safe. At its worst, this manifests itself 
in a fiercely defensive culture. For example, 
in Seattle last year more thanioo cops sued 
the Department of Justice to protest against 
a revised use-of-force policy, arguing that it 
would cripple morale and endanger cops 
(the case, which was not supported by the 
city’s police union, was thrown out). 

Talking about Eric Garner, a bootleg-cig- 
arette-seller who died in New York last 
year when a policeman put him into a cho- 
kehold, one street cop argues that the po- 
lice should not be blamed: “He was contin- 
uously fighting with the officer. What 
really killed him?” This cop says that offi- 
cers have to subdue people forcefully, be- 
cause the alternative is to let criminals do 
as they please. If there is a problem, he 
says, it is that too many cops are not well 
trained in how to use force safely and so 
rely on brute violence or, worse, their guns. 
Another, a lieutenant, adds that he thinks ►► 
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Dark days 
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The city’s police have yet to put their murky past behind them 

1 4 *^ ODAY we stand together as a city 

J- to try and right those wrongs, and 
to bring this dark chapter of Chicago’s 
history to a close,” said Rahm Emanuel, 

Chicago’s mayor, on April 14th as he 
announced a $5.5m reparations package 
for (mostly black) suspects who were 
tortured by police in the 1970s and 1980s. 

The next day the city council revealed 
that it is paying the family of Laquan 
McDonald, a black teenager fatally shot 
by a cop last autumn, as much as $5m to 
dissuade them from suing. The police 
refuse to release a video of the shooting, 
saying the investigation is still going on. 

Many Chicagoans are unimpressed. 

On April 20th an outcry ensued after 
a judge cleared Dante Servin, a cop who 
shot Rekia Boyd, a black woman, in the 
head. Mr Servin’s lawyers said that he 
mistook a mobile phone held by of one 
of Ms Boyd’s companions for a gun, and 
opened fire because he feared for his life. 

Chicago’s cops shoot about 50 sus- 
pects dead each year-more than 75% of 
them black. The police are largely white 
and Hispanic and, consciously or oth- 
erwise, tend to associate blacks with 
criminality, says Craig Futterman of the 
University of Chicago’s Civil Rights and 
Police Accountability Project. About 70% 
of murders in Chicago are committed by 
African-Americans, who are 33% of the 
population. 

In March the American Civil Liberties 
Union (aclu) published a study of a 
four-month period last year in which 
black Chicagoans were subjected to 72% 
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of all stop-and-frisk searches. The police 
stopped 93.6 per 1,000 residents, accord- 
ing to the ACLU, far more than the 22.9 
peri,ooo stopped in New York when 
stop-and-frisk was at its peak in 2011. 

(New York stops fewer people now, partly 
because the present mayor thinks the 
police overdid it in the past.) 

Black Chicagoans distrust the police, 
so the cops are least effective in the poor- 
est neighbourhoods, says Mr Futterman. 
Without transparency, trust cannot be 
rebuilt, he argues. Chicago paid a whop- 
ping $500m in claims related to police 
misdeeds between 2004 and 2014, ac- 
cording to the Better Government Associ- 
ation, a watchdog (see chart). Ms Boyd’s 
family, for example, was awarded $4.5m 
in 2013. For a city in dire financial straits, 
which has closed mental-health clinics 
and public schools, all this adds up. 
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Do I look like a sodal worker? 



► that “the public needs to be educated bet- 
ter. We can’t let our guard down because 
we’re making ourselves less safe.” 

Yet force is often used to subdue low- 
level offenders like Garner, not just danger- 
ous people. And it is unclear that armed 
policing is the best way to deal with all pro- 
blems. At least half of all Americans shot 
and killed by police each year are mentally 
ill, says a report from the TVeatment Advo- 
cacy Centre and the National Sheriffs’ As- 
sociation. Police officers also spend time 
dealing with drug addicts, domestic dis- 
putes and, increasingly, the enforcement of 
civil penalties against people who have 
not paid motoring fines or child support. 
Such people are not muggers or rapists, yet 
cops often treat everyone as a threat. 

What is the solution? Many cops are 
pessimistic: they feel they are scapegoated 
for social problems (“You’re all fucking un- 
reasonable!” exclaims one.) But improve- 
ments are being made. Sue Rahr, the direc- 
tor of Washington state’s police academy, 
says that cops need to be taught how to talk 
to people again. “When you approach a sit- 
uation like RoboCop, you’re goingto create 
hostility that wasn’t there before”. Since 
2012, the state’s training has emphasised 
that people can be persuaded to obey com- 
mands, not just forced to. Military-style 
drills have been ditched. Ms Rahr now 
serves on a task force created by Barack 
Obama to spread such ideas. 

Sadly, as the Gainesville video shows, 
not every police force is catching on. And 
as Ms Rahr admits, if you try to recruit cops 
by telling them they are social workers, 
fewer may apply. At least part of the glam- 
our of the job is the promise that you get 
the chance to use violence against bad peo- 
ple in a way that ordinary civilians never 
can, except in video games. ■ 



Terry Branstad 

A fuel and your 
money 



DES MOINES 

Iowa’s governor has a simple message 
to all presidential candidates 

iiT^HEY are jealous,” says Terry Bran- 

J. stad, Iowa’s Republican governor, of 
those who complain that Iowa wields too 
much influence over national politics, 
thanks to its hosting of the first presidential 
caucuses. Every presidential candidate 
shakes Iowan hands and listens to Iowan 
concerns. Hillary Clinton came on April 
14th, and will be back about ten times be- 
fore January, predicts Chad Hart at Iowa 
State University. Mr Branstad plans to use 
the presidential campaign as an opportu- 
nity to promote ethanol. He will urge can- 
didates to support the federal renewable- 
fuel standard (rfs), which forces oil firms 
to blend ethanol into vehicle fuel. 

Today over 95% of petrol sold in Ameri- 
ca is blended with 10% ethanol. Iowa is 
America’s leading producer both of etha- 
nol and of the corn (maize) from which it 
mostly derives. Nearly half the state’s corn 
is turned into ethanol. Iowa’s 43 ethanol 
plants account for nearly 30% of the na- 
tion’s production. Around 73,000 jobs in 
the state depend on the ethanol industry. 

Ethanol producers are delighted that 
Americans are forced to buy their product. 
But not everyone else is. Oil firms grumble 
that the mandate hurts their profits. Petrol- 
refiners complain that it raises their costs. 
Environmentalists say ethanol is of ques- 
tionable value for the environment be- 
cause of the pollution emitted during its 
production. Carmakers fret that ethanol 
can corrode petrol tanks that are not adapt- 
ed to it. People who care about global pov- 
erty protest that burning corn in cars raises 
the price of food for everyone else (though 
a newer method that involves turning in- 
edible corn stalks into fuel is less harmful). 

Mr Branstad is undaunted. He wants 
Uncle Sam to require even more ethanol in 
fuel: 30% would be the ideal blend, in his 
view. Ethanol reduces America’s depen- 
dence on foreign oil, he insists, although 
America is the world’s largest oil- and gas- 
producer. Moreover, he says, ethanol costs 
less than regular petrol. “There is so much 
misinformation on ethanol,” he sighs. 
“The further you go from the Midwest, the 
less informed people are.” 

Mr Branstad is especially keen to fight 
for ethanol this year, since midwestern 
farmers, especially maize-growers, expect 
much leaner years after a long boom. The 
Department of Agriculture forecasts that 
net farm income in America will be down 
by 32% this year, from $108 billion in 2014 to 
$73.6 billion (see chart). 



Crop farmers face several headwinds. A 
glut is driving down prices for maize, soya- 
beans and other crops thanks to record har- 
vests in the past couple of years-and an- 
other record harvest expected this year. 
Another problem is the low price of crude 
oil, which is making maize-derived etha- 
nol a less attractive alternative source of 
energy (though it also reduces the cost of 
operating farming machinery). And lastly, 
the strong dollar is hurting farmers who ex- 
port. do wans sell a lot of food to China.) 

Livestock farmers benefit from lower 
crop prices, which mean cheaper animal 
feed. This softens the blow, since many ar- 
able farmers also raise cows, pigs or chick- 
ens. Still, firms that supply goods to farm- 
ers are scared. John Deere, a maker of 
tractors, has laid off more than 1,000 em- 
ployees in Iowa since last August, cnh In- 
dustrial, another tractor-maker, is also 
making people redundant. 

“Ethanol production saved lots of little 
towns in the Midwest from dying,” says 
Richard Longworth, the author of a book 
on the region in the age of globalisation. 
Eddyville, a tiny town in south-east Iowa, 
was probably saved from extinction by a 
big Cargill plant that has made ethanol 
there since 199L The biofuel is often seen as 
“a last roll of the dice for rural areas where 
nothing much good has happened for de- 
cades”, says Mr Longworth. 

Mr Branstad says that lowans felt be- 
trayed by Barack Obama when his admin- 
istration proposed relaxing the renewable 
fuel standard a bit in 2013. (As a senator in 
Illinois, another big ethanol producer, Mr 
Obama was a strong supporter of the rfs.) 
In January the governor launched Ameri- 
ca’s Renewable Future, a new pro-ethanol 
campaign group, headed by Eric Branstad, 
his son. Since a disproportionate number 
of senators either represent rural states or 
are planning to run for president, he 
should have little trouble getting his mes- 
sage across. Mrs Clinton voted several 
times against the rfs as a senator, but 
changed her mind when she first ran for 
president. She is thus welcome in Iowa. 
Governor Branstad advises her “to come 
early, and come often”. ■ 

I Lean years loom 
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Disability lawsuits 

Hobbling 

businesses 



NEWYORK 

A law designed to help people with 
disabilities enriches lawyers instead 

T he Bikini Beach Hotel in Panama City 
Beach, Florida, serves sunbathers of all 
types. So John Gheesling, the owner, was 
surprised to be sued for violating the 
Americans with Disabilities Act (ada). Ap- 
parently a visitor last August found the 
pool lacked a wheelchair lift, though the 
hotel keeps one available inside. “Never 
had anyone ask to use it,” Mr Gheesling 
says. But fighting such lawsuits is tricky. He 
has already spent $8,ooo in legal fees and 
there is no end in sight. As it happens, the 
same plaintiff sued nearly 50 other busi- 
nesses along the state’s Panhandle in the 
same month, and filed 529 ada suits in 
Florida in 2014. 

Signed into law in 1990, the ada bars 
firms from discriminating against people 
with disabilities, whether they are em- 
ployees or customers. Banks, shops, hotels 
and other “public accommodations” must 
remove barriers to the “full and equal en- 
joyment” of their goods and services. This 
guarantee may sound vague, but new tech- 
nical standards from the Department of 
Justice, which went into effect in 2012, dic- 
tate everything from the slope of a ramp to 
the height of a bathroom basin. The regula- 
tions are well-meaning but confusing. The 
government enforces some of them, but 
mostly leaves it to people with disabilities 
to sue. Plaintiffs need not be customers, an 
appeals court decreed in 2013. And if they 
win, the defendant must pay their costs. 

This has created a cottage industry of 
so-called Title III lawsuits against bars, mo- 
tels and the like. More than 4,430 reached 
federal courts in 2014-a 63% rise in one 
year, according to new data from Seyfarth 
Shaw LLP, a law firm that defends busi- 
nesses against ada claims. Many more 
cases rattle around state courts; most end 
in a confidential settlement. The lion’s 
share took place in California (where 
plaintiffs can sue for damages, too) and 
Florida (which has a high concentration 
both of lawyers and of frail elderly resi- 
dents). The law’s new standards, which in- 
clude requirements for pools, help to ex- 
plain some of this rise. More lawsuits may 
soon be on the way, as the Justice Depart- 
ment is expected to apply new ada rules 
to websites in June. For example, each pic- 
ture must have text describing it, so that 
screen-reader programmes can tell blind 
people what is there. 

Some customers have legitimate 
claims. But most lawsuits involve a minor 
technicality, such as the height of a soap- 



Property rights 

The California raisin grab 



NEWYORK 

A farmer asks the Supreme Court to let him keep his crop 



M arvin HORNE, a raisin grower in 
Fresno, California, is apparently the 
first family farmer to have his case accept- 
ed twice by America’s Supreme Court. 
Home V US Department of Agriculture, 
which the Justices re-heard on April 22nd 
(having previously ruled that a lower 
court could not duck hearing it) chal- 
lenges a rule dating back to 1937. The rule 
requires raisin farmers to hand over a 
share of their crop to the government, 
which may or may not pay for it. 

For nearly three decades, Mr Horne 
and his wife Laura complied. But just 
over a decade ago they rebelled and were 
hit with fines of nearly $700,000. In 
2003-04 they would have had to fork 
over 30% of their crop and receive noth- 
ing in return. To them, this looked like 
theft. 

The Fifth Amendment requires the 
government to provide “just compensa- 
tion” when it takes “private property...for 
public use”. A lower court held that this 
only applies to such things as land and 
houses. Briefs from the Cato Institute, a 
libertarian think-tank, scoff that this 



dispenser or the width of a parking spot, 
which has little bearing on the accessibility 
of a business, says Martin Orlick, a proper- 
ty lawyer in San Francisco who specialises 
in ADA compliance. Because fighting in 
court can cost $30,000-60,000, businesses 
often prefer to pay a smaller sum to make a 
lawsuit go away. 

There is evidence that lawyers explicit- 
ly target small businesses, which are more 
likely to pay up without a fight. In a tour of 
over 1,500 firms that had been hit with law- 
suits in central California, Julie Griffiths of 




argument “radically shrivels the right to 
own property” and “threatens to send (itl 
the way of the California Raisins [a group 
of singing dried fruit who are not as 
popular as they used to bel”. 

The government maintains that the 
programme is intended to help raisin 
farmers by curbing supply and stabilising 
prices. The Supreme Court seemed scep- 
tical. When the deputy solicitor-general 
defended the raisin-seizures as being 
good for farmers. Justice Antonin Scalia 
turned on the sarcasm: “These plaintiffs 
are ingrates, right?” 

The government pleaded that the rule 
was part of a “comprehensive regulatory 
programme”. Similar policies prevailed 
in communist Russia, growled Mr Scalia. 
“Central planning was thought to work 
very well ini937.” Chief Justice John 
Roberts noted that the rule requires that 
“you come up with the truck and you get 
the shovels and you take their raisins, 
probably in the dark of night.” If the court 
halts the raisin ransacking, it could affect 
other coercive farm programmes, too. A 
decision is expected in June. 

Citizens Against Lawsuit Abuse, an advo- 
cacy group, found mostly immigrant- 
owned family businesses earning be- 
tween $50,000 and $80,000 a year. Settle- 
ments usually run to around $10,000 
before anything is fixed. “I know guys who 
are on payment plans with some of these 
lawyers,” Ms Griffiths says. 

Some argue that lawsuits are the only 
way to ensure that businesses accommo- 
date disabled people. Kevin Berry, an ada- 
compliance advocate in south-west Flori- 
da, is not so sure. He finds that lawyers 
working with serial plaintiffs will file a 
bundle of “drive-by” lawsuits at once, 
slamming businesses with vaguely-word- 
ed grievances that leave many wondering 
what they have done wrong. Instead of ex- 
plaining the problems, these lawyers often 
turn around and suggest a settlement. 
“They’re in it for a quick buck,” he says. 

Few companies manage to follow all 
the rules, which are 252 pages long and 
very precise. But if there is a real problem 
Mr Berry, who uses a wheelchair, says he 
finds it easy to ask businesses to make 
changes. Most oblige. A customer is a cus- 
tomer. Nearly a fifth of Americans have 
some kind of disability, and they have an 
annual discretionary income of $200 bil- 
lion. As spendthrift baby-boomers enter 
their golden years, these numbers are ex- 
pected to rise. ■ 
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Lexington | The regulated West 



For a place associated with unrestricted freedom, the desert West has a lot of rules 




I N THE RV parks, along interstates and at the bottom of canyons 
in the desert West a distinctive species of American can be 
found. Lexington recently joined them, driving a trailer around 
Nevada, Utah and Arizona for ten days, a fine red dust forever be- 
tween his toes. These folk come for the scenery and also for 
something else. This something is hard to define, but easy to pic- 
ture: it is the feeling that comes from travelling down a straight, 
empty road, sand on either side and some improbable rock for- 
mation shimmering on the horizon. This looks like freedom but, 
since there is nowhere to turn off and nowhere to stop, it could 
just as well serve as a pictogram of its opposite. As more Ameri- 
cans move to the desert West, attracted by cheap housing, perma- 
nent sunshine and a taste for the sublime, this is sometimes how 
it seems. 

Californians annoyed by the current restrictions on their use 
of water might consider themselves lucky: in Utah the collection 
of rainwater is always carefully regulated. Water rights are strictly 
enforced by the region’s many water lawyers, who argue over 
precedent and interpretation in the University of Denver’s Water 
Law Review. Land values turn on the water rights attached, laid 
down by individual claims (the earlier the better) and in the Colo- 
rado River Compact of 1922. Grazing rights on public land (which 
is most of the land in the inland West) are determined according 
to a federal formula that deals in “animal unit months” (one of 
which is the area that will feed a grazing cow and calf for a 
month). Hikers must stay on paths to avoid dislodging the soil 
crust that anchors the sand, preventing it from blowing up into 
the Rockies, melting the glaciers and draining the source that 
feeds Los Angeles and other places far downriver. 

That so many of these rules are set by the federal government 
makes them all the more bothersome. In Moab, a town in Utah 
with an equal smattering of conservationists and Jeep-driving 
adventurers, this comes into focus. On April 28th Phil Lyman, an 
accountant from nearby Blanding, is due in court on criminal 
charges of conspiring against the United States for driving an all- 
terrain vehicle in the wrong place. Mr Lyman organised a protest 
drive against the federal Bureau of Land Management last year. 
Rose Chilcoat of Great Old Broads for Wilderness, a group of 
mostly female conservationists, says the riders dynamited bits of 



rock to make their path easier and tore up interesting archaeolog- 
ical sites. Mr Lyman disagrees. “It has been a road for all of record- 
ed history,” he says. “It’s the road my great-grandfather took 
when he founded Blanding.” 

Mr Lyman has received support from four-wheeled protesters, 
waving flags and protesting that this is America. Farther north, in 
western Oregon, the Feds are locked in a dispute with two gold 
miners who claim mining rights dating back a century or so in an 
area where the federal government says they do not, in fact, have 
such rights. The miners have summoned a posse to defend their 
claim. A handful of armed Oath Keepers, a group consisting large- 
ly of retired law-enforcement officers who believe that the consti- 
tution must be defended from the federal government, usually 
with pistols, showed up in support. The federal government is 
hoping for heavy rain, which can discourage even the most com- 
mitted constitutionalist. 

Competition for land use is as old as the West, but for most of 
the time it has been between humans. Those who would do as 
they please now also find themselves in conflict with the greater 
sage-grouse, a rare and neurotic bird whose habitat is too easily 
disturbed. In Montana the animal competition is hairier. There 
the American Prairie Reserve, a charity, aims to set aside an area 
larger than Yellowstone National Park where wildlife can roam 
free. The reserve already has 480 bison, brought in from South 
Dakota and Canada, on 305,000 acres (123,000 hectares) of land. 
Its managers look forward to giving them the company of cougars 
and bears. “It was hard to make prairies sexy when you’re com- 
peting with snow-capped mountains,” says one. “But now we are 
reaching the sorts of donors who can fund wings of hospitals, 
football stadiums and art museums.” For nearby cattle ranchers 
wishing to cash in, this is great news. For those who do not, the 
predators next door will make awkward neighbours. 

Where the skies are blue 

Though it may seem counter-intuitive, to live successfully in 
these wide open spaces requires lots of rules. The white settlers 
who crossed the plains in search of gold in 1849 were aware of 
this: as the wagon trains moved west they wrote and printed de- 
tailed constitutions to govern behaviour along the way. Western 
sheriffs “spent as much time riding swivel chairs behind rolltop 
desks as they did on horses leading posses”, wrote Dee Brown, a 
historian of the West. 

The federal government takes responsibility for many essen- 
tial services in the desert. It burns thousands of acres to prevent 
bigger fires. It spends $70m each year rounding up wild horses 
whose population has grown unchecked-because of the politi- 
cal power wielded by the parents of horse-mad daughters-and 
corralling them in Kansas and Oklahoma. Add to this all the retir- 
ees moving to Phoenix and drawing Social Security cheques, and 
the result is a place that may think of itself as the home of rugged 
individualism but makes heavy use of the federal government. 

The landscape may be the big draw, but Nevada is more urban 
than Massachusetts. (In the sense that a higher proportion of its 
inhabitants live in cities-the deserts around Las Vegas are some- 
what less hospitable than Caesar’s Palace.) Utah and Arizona are 
more urban than New York state. As more Americans move West 
to live in cities and go hiking, rafting or Jeep-ing at the weekend, 
the rules will multiply. The conflicts over land and water-which 
seem like a theme that ought to belong to America’s past-will in- 
crease. And the West will become a bit less western. ■ 
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Rio's Olympics 

Sobriety at the Carnival 



RIOOEJANEIRO 

Preparations for Brazil’s games are going better than expected 



E ver since Barcelona reinvented itself 
after its Olympic games in 1992, host cit- 
ies have tried to repeat the success. Most 
have failed, managing little more than a 
big-and costly-bash. Eduardo Paes, the 
smooth-talking mayor of Rio de Janeiro, 
who will host the next games in August 
2016 and oversees the bulk of the prepara- 
tions, thinks he can do better. “Everybody 
knows Brazilians can throw a party,” Mr 
Paes says. The Olympics will show they 
can also complete big projects “on time 
and on budget”. 

The claim will provoke derision, both 
among Brazilians and sports fans every- 
where. These days the p ollution in Guana- 
bara Bay is so bad that Olympic sailors 
may have to dodge dead dogs. Many of the 
construction firms responsible for building 
the games’ venues are caught up in the 
multi-billion-dollar scandal surrounding 
Petrobras, the state oil company (see page 
63). The precedent of last summer’s foot- 
ball World Cup is not encouraging. It cost 
Brazilian taxpayers 21.4 billion reais ($9 bil- 
lion), a record sum for the competition. 
Popular anger about corruption and over- 
spending on flashy projects sparked the 
biggest protests in Brazil for a generation. 

Yet there are reasons to believe that Mr 
Paes’s bullishness is not just the hype of an 
ambitious politician. One is that, while the 



federal government played the biggest role 
in putting on the Copa, the city of Rio has 
taken the lead in preparing for the Olym- 
pics. The mayor’s Party of the Brazilian 
Democratic Movement (pmdb) is at the 
business-friendly end of the governing co- 
alition in Brasilia. Among the old-style pol- 
iticians who dominate the party, he stands 
out as a moderniser (see Bello on next 
page). Mr Paes has coaxed private investors 
to pay two-thirds of the cost of stadiums 
through public-private partnerships. 

Since the World Cup, Brazil has tight- 
ened controls on corruption. Lawyers at 
the Public Olympic Authority, the govern- 
ment co-ordinator, report that newly em- 
powered federal auditors pester them con- 
stantly. Mr Paes promises an austerity 
games, without new stadiums like Bei- 
jing’s “Bird’s Nest”. He is counting on the 
natural beauty of the cidade maravilhosa to 
wow visitors instead. 

So far, the mayor’s sober approach 
seems to be setting the tone. Thousands of 
workers in dust-caked orange overalls are 
toiling at the main sites in Barra da Tijuca 
in the west of the city and in Deodoro to 
the north; two smaller venues in the centre 
are also being spruced up. The Olympic 
Way, a boulevard in Barra inspired by Co- 
pacabana’s sinuously tiled promenade, al- 
ready runs for half its planned one-kilo- 



metre (0.6-mile) length. A year ago a 
vice-president of the International Olym- 
pic (Ilommittee called Rio’s preparations 
“the worst I have experienced”. Now the 
games’ governing body seems relaxed. The 
federal auditor said last week that the ten- 
nis courts and the velodrome were behind 
schedule, but only by a month. Organisers 
say that construction has caught up since 
the inspectors came. 

Compared with other recent Olympic 
games, Rio’s look cheap. Brazil reckons it 
will cost 37.7 billion reais ($12.5 billion). 
That will cover operating costs and pay for 
sports venues, transport links, waste-treat- 
ment plants and the refurbishment of the 
rundown port district. The contribution of 
all three tiers of government will be 16.4 
billion reais, much less than British taxpay- 
ers spent on London’s Olympics in 2012. 
Standard and Poor’s has rewarded Rio’s 
parsimony with a credit rating which, 
unusually for a municipality, is a notch 
above that of Brazil itself. The budget for 
sports venues has jumped, from 4 billion 
reais to 6.6 billion. By Olympic standards, 
that is a modest rise. 

If there is a “legacy” benefit to Cariocas 
(residents of Rio), it will b e a vastly expand- 
ed system of public transport. This, accord- 
ing to the head of the Municipal Olympic 
Company, Joaquim Monteiro, will treble 
the share of workers who commute by 
public transport, to more than 60%. Mean- 
while, the handball arena, planned as a 
permanent fixture, will be dismantled and 
reassembled into four schools. None of 
this means that the games will be worth 
the money spent on them (they rarely are). 
But the balance looks better than it might 
have done. 

Plenty could still go wrong. Even if ►► 
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► nothing does, the games’ critics will say 
that their design is faulty. When over 50 
tonnes of dead fish washed into Guanaba- 
ra Bay last week, some blamed the untreat- 
ed sewage that flows into the lagoon. Mr 
Paes is not responsible for that: sewage is 
the remit of the state of Rio de Janeiro, not 
the city. But that will be little consolation if 
organisers have to move the sailing and 
rowing events to somewhere cleaner. Mr 
Monteiro says the bay is “60% clean”, and 
that by the time the games begin “sailors 
will be able to dive in, with no problems”. 

Human-rights groups complain that 
hundreds of families have been resettled 



to make way for Olympic infrastructure 
without adequate consultation. Crime is a 
worry. After early success, a community- 
policing scheme to “pacify” the favelas, 
Rio’s shantytowns, has stalled. The Petro- 
bras scandal has so far not affected work 
on the Olympics, but it could. One con- 
struction company involved in the scandal 
defaulted on some of its debt in January. 

Orlando Santos of Rio’s Federal Univer- 
sity points out that most Olympics-related 
money is being invested in prosperous 
Barra da Tijuca, home to just 300,000 of 
Rio’s 6m citizens. That, he fears, will exac- 
erbate inequality, which is already high. If 



Rio must host such an event, he says, it 
should focus spending on a poorer district, 
as London did in the East End. 

But with less than 500 days before the 
games begin, Rio seems to be preparing for 
them with the unflashy competence that 
Mr Paes espouses. They should provide a 
modest economic stimulus to a region that 
is especially vulnerable to the downturn in 
the oil sector. If all continues to go well, the 
mayor, whose term in office expires after 
the games next year, will no doubt pursue 
higher office. And sailors will race within 
sight of the Sugar Loaf and the Corcovado 
mountains. ■ 
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e ghost in the Planalto 



Dilma Rousseff is in office but no longer in power 




4 4 T^ILMA Out, pt out,” rang the angry 
J— / chants up and down Sao Paulo’s 
Avenida Paulista on a blazing Sunday af- 
ternoon on April 12th. They were echoed 
in towns and cities across Brazil. Yet the 
demonstrators have already won more 
than they realise. Less than four months 
into her second term. President Dilma 
Rousseff remains in office but for many 
practical purposes is no longer in power. 
And the nominally ruling left-wing Work- 
ers Party (pt) no longer calls the shots in 
Brasilia, the capital. 

Even Ms Rousseff’s tenancy in the 
Planalto palace is not wholly certain. 
Thanks to the inflammatory combination 
of a deteriorating economy and a massive 
corruption scandal at Petrobras, the state 

011 company, she is now deeply unpopu- 
lar. The demonstrators want her im- 
peached, as do 63% of respondents to one 
recent poll. This week the opposition was 
receiving legal opinions as to whether she 
can be impeached, over Petrobras or for 
violating a fiscal-responsibility law that is 
supposed to prevent the spending splurge 
she arranged to get re-elected. 

It is an extraordinary comedown. For 

12 years the pt dominated Brazil’s politics, 
thanks to the social policies and rapport 
with ordinary people of Luiz Inacio Lula 
da Silva, the president in 2003-10, as well 
as to windfall growth from a commodity 
boom that has now ended. Ms Rousseff 
lacks Lula’s political skills, and their rela- 
tions are now barely cordial. But still-ris- 
ing living standards were just enough to 
win her a second term last October. 

Two things have eroded her authority 
since then. First, the mistakes of her first 
term have taken Brazil to the brink of a se- 
rious recession. Facing the loss of the 
country’s prized investment-grade credit 
rating (which would raise the cost of bor- 
rowing for firms and households), she ap- 




pointed Joaquim Levy, a Chicago-trained 
fiscal hawk, as her finance minister. He is 
busy cancelling subsidies and cutting 
handouts-austerity that is anathema to 
the PT. Ms Rousseff no longer microman- 
ages the economy. 

Nor does she command the political 
agenda. She has lost control of Congress to 
the Party of the Brazilian Democratic 
Movement (pmdb), a centrist agglomera- 
tion of regional political barons that is the 
pt’s main coalition partner. The pmdb 
long complained that the pt hogged the 
main ministries. Now it has exacted its re- 
venge. Eduardo Cunha, a crafty conserva- 
tive congressman from Rio de Janeiro, 
crushed the pt candidate to win for the 
pmdb the powerful post of Speaker of the 
lower house. The hyperactive Mr Cunha is 
pursuing his own agenda. He has claimed 
the scalps of four ministers in his ten 
weeks in office, and has jibbed at some of 
Mr Levy’s fiscal measures. His acolytes call 
him “prime minister”. 

To ease this friction, this month Ms 
Rousseff fired the pt minister for political 
co-ordination, handing the job to Michel 
Temer, her vice-president and the pmdb’s 



titular leader, and with it the prized power 
to appoint second-tier officials. 

What makes this haemorrhaging of 
presidential power so dramatic is that Ms 
Rousseff still has almost four more years 
in office. In that time the economy will 
surely get worse before it gets better. Can 
she survive? Over the past six decades 
Brazil has seen four different ways in 
which presidents failed to complete their 
terms. One president committed suicide. 
Another resigned. A third was ousted by a 
military coup, while a fourth was im- 
peached. 

Thankfully, it is hard to imagine sui- 
cide or a coup. It is also hard to see Ms 
Rousseff, a tough former urban guerrilla 
who survived torture, resigning. And Bra- 
zilian law holds that a president can be 
impeached only for political or common 
crimes committed during her current 
term of office— though whether that rule 
would necessarily exempt any malfea- 
sance during her first term is not clear. So 
far nothing ties Ms Rousseff to corruption; 
some would like fiscal irresponsibility to 
be impeachable, but probably it is not. It is 
for Mr Cunha to decide whether to start 
impeachment, and he is one of 52 politi- 
cians being investigated over alleged ille- 
gal donations from Petrobras. 

Fernando Henrique Cardoso, a former 
president who remains the opposition’s 
intellectual leader, has cautioned that im- 
peachment would be “rashness”. That 
sounds right. The social movements be- 
hind the protests would do better to 
spend the next three years promoting po- 
litical reform, pressing for justice to be 
done in the Petrobras scandal and rein- 
venting a largely moribund opposition. 
As for the almost friendless Ms Rousseff, 
she faces a long and dispiriting grind to try 
to regain the power she has lost. Does she 
have the fortitude for that? 
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Informal workers in Buenos Aires 

Of recyclers and 
rag men 



BUENOS AIRES 

Some who make their living on the 
streets are luckier than others 

AFTER Argentina’s economy crashed in 
x^200i, the ranks of informal workers 
grew along with those of the unemployed. 
In Buenos Aires, the capital, destitute citi- 
zens picked through rubbish to collect any- 
thing worth recycling, sold crafts on the 
pavement, charged drivers to “protect” 
their parked vehicles and cleaned car 
windscreens at red lights. Although the 
economy is now stronger, the scavengers 
and car-watchers have not gone away. But 
they have met with very different fates. 

In 2013 the local government conferred 
formal status on cartoneros, workers who 
comb the city for cardboard and plastic 
which they sell to recyclers. It recognised 12 
of the co-operatives into which they are or- 
ganised and provided them with uni- 
forms, health plans and cash incentives on 
top of their earnings from selling rubbish. 
“With the monthly bonus I can afford 
things for my family now that I couldn’t be- 
fore,” says Gabriel Aquino as he loads plas- 
tic bottles into a battered pickup. “And I’m 
actually around to see them, because there 
are set hours.” 

Other groups are seen as nuisances and 
are being dealt with brusquely. None is 
more despised than trapitos, or “rag men”. 
They wave people into parking spots and 
solicit fees for keeping cars safe. Hugo, a tra- 
pito who works in the chic Palermo Soho 
shopping district, says he never demands 
payment. If he spots people who look like 
thieves cruising the area on motorcycles, 
he alerts the police. 

Yet he admits that not all trapitos are as 
scrupulous as he is. Some have damaged 
cars or even assaulted people who do not 
pay them. “They are intimidating people 
into paying to use a public space,” fumes 
Carmen Polledo, a councilwoman who 
belongs to the pro, the party led by the 
city’s mayor, Mauricio Macri (a probable 
candidate in October’s presidential 
election). 

Another target is street merchants who 
operate outside areas set aside for them. 
Their number has increased fourfold since 
2011, according to a report by two cham- 
bers of commerce. Nearly 13,000 illegal 
stalls sell 678m pesos-worth ($77m) of 
goods a month. Unlike trapitos, they pro- 
vide a service people want. It is their rent- 
paying competitors who dislike them. 

To date the government has had little 
success clearing scofflaw workers off the 
streets. Mr Macri, whose party lacks a ma- 
jority in the city council, has failed in three 



Elections in Cuba 

Fine, as long as we win 



But in a big municipal poll, the losers also have something to celebrate 



T he most interesting thing about 
Cuba’s municipal elections on April 
19th was not who won. It was who lost, 
and who did not even turn up. 

Four months after a historic rap- 
prochement between Cuba and the 
United States, for the first time two open- 
ly declared dissidents made it onto the 
ballot among more than 27,000 candi- 
dates competing fori2,589 municipal 
posts around the country. Predictably, 
they were defeated. But their participa- 
tion was an unusually open act of de- 
fiance, not Just by the two men but also 
by ordinary citizens who proposed them 
in a show of hands before the elections. 

What is more, the turnout on voting 
day fell by almost six percentage points 
compared with the previous poll in 2012, 
to about 88%. Some claimed rising absen- 
teeism was a crack in monolithic support 
for the Communist Party. 

The opposition candidates, Hilde- 
brando Chaviano, a lawyer and journal- 
ist, and Yuniel Lopez, a member of the 
unauthorised Independent and Demo- 
cratic Cuba party, were labelled as “coun- 
ter-revolutionaries” in official publicity. 
On his party’s website, Mr Lopez claims 
that voters were pressured not to vote for 
him. Yet both candidates quickly conced- 
ed defeat. “The vote was clean. The peo- 
ple don’t want change. They still want 
revolution,” Mr Chaviano said. 

The elections have an air of futility 
about them. The winning candidates are 
rewarded with a thanklessjob. They face 



a barrage of complaints from residents 
about crumbling housing and poor pub- 
lic services, without having the power or 
money to do much about them. But 
voters know that if they do not show up, 
it is likely to count against them-in uni- 
versity applications, for instance. 

All the same, many did not. Alina 
Balseiro, head of Cuba’s National Elector- 
al Commission, said the drop in turnout 
reflected the absence of tens of thou- 
sands of Cubans who had gone abroad 
as a result of Cuba’s relaxation of travel 
restrictions. But Yoani Sanchez, a dis- 
sident Cuban blogger, said thati.7m 
potential voters did not appear, or they 
cast void or defaced ballots. This “dem- 
onstrated that support for the govern- 
ment is not as unanimous as it claims.” 

Such dissidence comes at a delicate 
time for Raul Castro, Cuba’s president. In 
September huge crowds will gather for 
the visit of Pope Francis, whose office 
helped arrange the thaw in relations with 
the United States. This could further 
heighten expectations of change. 

Yet the Castro government may also 
feel that elections can be a useful out- 
let-so long as the ruling party continues 
to win. Eusebio Mujal-Leon, of George- 
town University in Washington, says it 
may be learning a warped version of 
democracy from its socialist ally in Vene- 
zuela, convincing itself that it can remain 
an autocracy while using elections to stay 
in power. The road ahead for Cuba’s 
nascent opposition is not an easy one. 



attempts to pass a bill that would make it 
easier for police to arrest trapitos. On April 
10th he re-introduced the measure yet 
again. Police operations to evict unlicensed 
merchants have provoked violent clashes 
and traffic blockades. In 2012 a judge issued 
an injunction allowing artisans to sell their 
wares on a three-block stretch of Peru 
Street, directly behind Mr Macri’s office. 

Cartoneros, meanwhile, are setting 
their sights higher. Though conditions 
have improved, Jacquelina Flores of the 
Movement for Excluded Workers com- 
plains that the government has not re- 
placed the co-operatives’ ageing fleet of lor- 
ries or adjusted the monthly bonus by 
enough to compensate for inflation, which 
was 40% in 2014. Scores protested outside 
the city’s environment ministry in March. 
The government has opened talks with 
them. Whatever the outcome, Buenos 
Aires’s cartoneros have already learned 
that formality pays. ■ 






The Economist April 25th 2015 



37 




Japan and the United States 

Base issues 



NAHA 

A bilateral alliance that has served well for decades needs a makeover 



D emonstrations in japan are gener- 
ally ultra-polite affairs, and those in 
the southern island prefecture of Okinawa 
contain more than their share of greying 
residents who would normally abhor 
physical confrontation. Yet since the start 
of the year protests to stop construction 
work on a new airstrip for American ma- 
rines at Henoko, a pristine beach on Okina- 
wa’s main island, have grown heated. 

On land, scuffles have broken out as se- 
curity personnel remove protesters ever 
more forcefully. On the water, coastguard 
crews in rigid inflatables keep away protes- 
ters in kayaks who are trying to stop the 
drilling for the airstrip’s foundations. The 
island’s governor, Takeshi Onaga, was 
swept to office in December vowing to op- 
pose Henoko. He recently ordered con- 
struction to stop because of the environ- 
mental damage. In Tokyo the government 
of Shinzo Abe swiftly overruled him. 

Okinawan concerns about Henoko are 
heartfelt. But Mr Abe and his colleagues 
will countenance neither discussion nor a 
change of course. When the prime minis- 
ter travels to Washington, DC, at the end of 
this month, both the Americans and the 
Japanese will try to sweep the long-run- 
ning irritant in their relationship out of 
view. Okinawa, with nearly one-fifth of its 
land taken up by American bases, is a pow- 
erful symbol of that relationship. Neither 
side wishes any weakening of their close 
military ties. In fact, both want the alliance 
to adapt to long-running challenges, such 



as North Korea, and to new ones, above all 
the rise of China. In Washington Mr Abe 
will find an eager audience for his vision of 
a Japan less shackled by its war-renounc- 
ing (and American-imposed) constitution. 

America’s military presence in Okina- 
wa is central to that vision. The island, says 
Gavan McCormack of the Australian Na- 
tional University, is the “war state” to com- 
plement Japan’s “peace state”. Okinawans 
have reason to grumble about that. Their 
main island has borne a disproportionate 
share of America’s security presence in Ja- 
pan ever since the second world war. Per- 
hapsi20,ooo Okinawans, or over a quarter 
of the population, were killed in the “ty- 
phoon of steel”, as the Battle of Okinawa 
was called, many forced by Japanese com- 
manders to commit suicide. 

But having liberated Okinawa, the 
Americans stayed. Three-fifths of Ameri- 
ca’s 49,000 forces in Japan are stationed on 
the island, even though it accounts for Just 
0.6% of Japan’s land mass. There are acci- 
dents and crimes, including rapes. Some 
8o% of Okinawans surveyed say that the 
bases, and much else about their lives, are 
not understood by other Japanese, for 
many of whom the American presence is 
invisible. Mr Abe would leave them to 
grumble: massing the bases on Okinawa 
leaves the rest of the country untroubled 
by a debate about burden-sharing. 

The deferential national press ignores 
the growing acrimony on the island. Offi- 
cials in Tokyo are contemptuous of Okina- 
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wans: the islanders are grasping, because 
for decades they have pocketed govern- 
ment money in return for American forces 
being based on their island; and short- 
sighted, even downright treasonous, be- 
cause opposition to America’s military 
presence in Okinawa endangers Japan’s 
security and its alliance with America at a 
time when North Korea is developing nuc- 
lear-tipped missiles and China is rapidly 
expanding its military capability. 

In Washington both Mr Abe and Presi- 
dent Barack Obama would prefer to cele- 
brate the way in which an alliance lasting 
more than six decades-by far America’s 
most important military alliance in the re- 
gion-has underwritten peace and pros- 
perity in East Asia (see Banyan). And Mr 
Abe will emphasise how Japan’s trade and 
security policies are being overhauled and 
re-energised to face new challenges. 

Japan appears to be finalising bilateral 
negotiations with America to join a new 
free-trade arrangement known as the 
Trans- Pacific Partnership, which involves a 
dozen countries and a third of world trade. 
Mr Abe will be cheered by legislation intro- 
duced by Congress which, if passed, will 
give the president “fast-track” negotiating 
authority on such deals. 

As for security, at the time of the Soviet 
threat Japan could freeride on America’s 
defence guarantees while pursuing eco- 
nomic development. Those days are long 
gone. Though constrained by a pacifist 
constitution and a defence budget of just 
1% of GDP, Mr Abe will lay out his strategy 
for Japan to do much more to bolster its 
own defence, reinforce the bilateral alli- 
ance and build closer security ties in the re- 
gion with, among others, Australia, India, 
the Philippines and Singapore. China will 
gripe, but America will be pleased. It is all 
part of Japan’s new “proactive contribu- 
tion to peace”, as Mr Abe will emphasise 
when he addresses a joint session of Con- ►► 
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► gress on April 29th. 

That a Japanese prime minister is being 
granted such an honour for the first time is 
striking. Presidents of South Korea, Ameri- 
ca’s smaller ally in East Asia, have ad- 
dressed a joint session six times. It is in part 
a reflection of past trade frictions with Ja- 
pan-as well as initial distrust of Mr Abe 
for his dubious views on Japan’s wartime 
history. But these days the Washington es- 
tablishment likes Mr Abe, the most confi- 
dent Japanese leader in years-and one 
who, unlike Yukio Hatoyama when he 
held the job in 2009-10, does not question 
the key tenets of the alliance. Mr Ha- 
toyama was ostracised in Washington 
after suggesting that the presence of Amer- 
ican bases in Okinawa should be reconsid- 
ered; the discord ultimately led to his 
downfall. In Washington Mr Abe will 
blithely insist that the base relocation is on 
course. And with Mr Obama he will sign a 
new agreement on defence co-operation, 
the first update since 1997. 

In Japan’s heavily dynastic politics, 
policy can be inherited. Mr Abe’s own de- 
sire to update the alliance has a family di- 
mension. It was his grandfather, Nobusuke 
Kishi, who pushed through a revised secu- 
rity treaty in i960. That has defined the alli- 
ance ever since. Mr Abe recalls sitting on 
his grandfather’s knee when crowds of left- 
wing students laid siege to the prime min- 
ister’s residence in protest. But then the 
motives for updating the alliance did not 
stem from a desire to be seen to be pander- 
ing to America-often a default mode 
amongjapanese prime ministers. 

And neither do they today. Indeed Mr 
Abe is probably among those in Tokyo 
who do not always trust Mr Obama’s as- 
surances of an American “pivot” or “rebal- 
ancing” (the administration’s preferred 
term) towards Asia. The American presi- 
dent’s own defence budget is under pres- 
sure, and he is distracted by the Middle 
East. Japanese officials see China upsetting 
the established regional order by, for exam- 
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pie, challenging Japan’s control of the Sen- 
kaku islands (known as the Diaoyu islands 
in China) and building airstrips on disput- 
ed reefs in the South China Sea. They be- 
lieve that America’s supremacy in East 
Asia can no longer be taken for granted- 
nor, perhaps, even its commitment to the 
region. That is why, in the words of one se- 
nior Japanese diplomat: “We need to play 
our own part in ensuring the pivot is not a 
sort of one-off, short-term policy.” 

Japan is revising its joint-defence guide- 
lines with America to foster “seamless and 
effective” co-ordination between the two 
countries’ armed forces in areas such as lo- 
gistics, intelligence, missile defence and 
cyber- warfare. This summer it is also push- 
ing legislation through the Diet (parlia- 
ment) that will radically change what its 
army, known as the Self-Defence Force, is 
allowed to do. The new rules would legiti- 
mise collective self-defence, allowing the 
armed forces to come to the aid of allies, 
America in particular, in situations that 
have nothing to do with rebuffing direct at- 
tacks on its own territory. 

At present, if an American naval ship 
comes under attack in international waters 
a Japanese maritime self-defence vessel 
may not help it by opening fire on the ag- 
gressor. Japan and America want that to 
change, and want to abandon the idea of 
narrowly defined “non-combat” zones to 
which Japanese forces have to restrict op- 
erations if they are deployed outside Ja- 
pan. (Japanese policymakers still smart at 
Australian troops having had to defend un- 
armed Japanese ones in Iraq in 2004.) 

Debate rages within the ruling coalition 
over how far such changes should go. Ko- 
meito, the pacifist coalition partner of Mr 
Abe’s Liberal Democratic Party (ldp), is 
cautious about overseas deployments. 



Some in the ldp want the Japanese navy to 
patrol with South-East Asian countries, 
Australia and India to counter Chinese as- 
sertiveness and guard sea lanes as far as 
the Strait of Hormuz. Mr Abe, at the time of 
the beheading of two Japanese nationals 
by Islamic State in Syria earlier this year, 
seemed openly to regret that Japan did not 
have a military mandate to retaliate. 

An infantilised embrace 
Mr Abe’s passions, however, go beyond 
bolstering security. He is fervent about Ja- 
pan becoming what some call a more “nor- 
mal” country— that is, one shorn of exter- 
nally imposed constraints on autonomy in 
foreign and even domestic spheres. Al- 
though hardly anti-American (not even the 
protesting Okinawans are that), he often 
speaks of wanting to overturn what he 
calls the “post-war regime” and of bringing 
about the “rebirth of Japan”. 

By this he does not mean weakening 
the American embrace. He is suggesting 
frustration with the supposed domination 
for much ofthe post-war era of left-wingers 
(teachers, in particular) who have, as he 
sees it, played up Japan’s war guilt and un- 
dermined any sense of national pride. Ja- 
pan, Mr Abe insists, must project a strong 
image, in part by boosting patriotism and 
even harking back to an imperial idyll. His 
fondness for the militaristic Yasukuni 
shrine should be seen in this context. On 
April 21st he sent it a gift of a potted tree, an- 
gering China and South Korea. The Ameri- 
cans wish Mr Abe would avoid such ges- 
tures, but do not berate him much for 
them. He will be careful to say the right 
things in Congress about Japan’s mistreat- 
ment of American prisoners-of-war and 
even the bombing of Pearl Harbour. 

There is much that is odd about Mr 
Abe’s views of the post-war era, above all 
the notion of a left-wing conspiracy. Amer- 
ican tutelage gave rise to a right-wing polit- 
ical and bureaucratic establishment, with 
the LDP at its heart, that has dominated Ja- 
pan almost without a break since. Mr Abe 
himself is a chief product of that. Yet his ob- 
sessions point to underlying realities both 
sides have been reluctant to acknowledge. 

The first is that the alliance with Ameri- 
ca has always been an odd and unequal 
one, with a proudly pacifist state sheltering 
under America’s nuclear umbrella. Ameri- 
ca has always insisted on strategic control 
of Japan, mainly through Okinawa. Even 
after it handed control of Japan back to the 
Japanese in 1952, it made an exception of 
Okinawa, which it kept under military 
control for another two decades. Then it in- 
sisted on keeping the bases. 

During the cold war, the alliance was a 
comfort blanket for Japan’s leaders. But to- 
day heightened regional uncertainties, es- 
pecially the rise of China, are fuelling the 
resurgence of nationalism, including Mr 
Abe’s. It is unhelpful that the protective na- ►► 
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ture of the alliance has given Japan too lit- 
tle cause to form deep and constructive re- 
lationships with neighbours and former 
enemies— one reason for its difficulty in 
dealing with China and South Korea today. 
“Cocooned by our big brother,” says an 
Abe adviser, “the Japanese ceased thinking 
strategically about their own future.” 
Another consequence-a domestic pol- 
itics that is unresponsive to people’s wish- 
es— is nowhere more evident than in the 
fate of Okinawa. Once an island kingdom 
balanced precariously between Japan and 
China, it has drawn the short straw ever 
since Japan’s annexation of it in the 1870s. 
Okinawans, says Kurayoshi Takara, a histo- 
rian and recent vice-governor of Okinawa, 
suffer from a double occupation: both 
America’s and Japan’s. But, though “talk of 
neocolonialism describes the situation, it 
doesn’t promise the solution.” ■ 



Thai politics 

A baby-sitters’ 
charter 

BANGKOK 

Thailand takes a big constitutional step 
backwards 

T he junta that has ruled Thailand since 
a coup last May says it will hand back 
power only after it has healed political and 
social rifts that make democracy unwork- 
able. On April 26th its placemen in a “re- 
form” committee are due to finish debating 
the first full version of a planned new con- 
stitution intended to do Just that. The char- 
ter, supposedly inspired by Germany’s 
electoral system, must receive royal assent 
by September if promised polls are to take 



Literacy in India 

A bolly good read 



India tries a cheap and cheerful way of teaching people to read 



M illions of Indians watch Bolly- 
wood movies for the broken hearts, 
lost fortunes, dishy actors and catchy 
tunes. But beyond mere escapism, such 
fare may have a role to play in fighting 
illiteracy. Between 1991 and 2011 India’s 
official literacy rate rose from 52% to 74%. 
But about 400m of those counted as 
literate are only barely so. Bollywood, 
with its powerful pull among the least- 
educated, may help the many who can 
read only simple words. 

Brij Kothari of PlanetRead, an ngo, 
believes that “same-language subti- 
tling”-providing subtitles for the lyrics of 
catchy Bollywood songs-offers valuable 
reading practice. Fans keen to mimic their 
screen idols are drawn to the written 
versions as they scroll by. The repetitive 
verses offer a chance to practise more 
complex words. Children learn well 
when a ball bounces along the words on 
screen. Adults generally prefer the words 
to be highlighted as they are sung. 

Mr Kothari says the idea came to him 
when he tried to improve his rudimen- 
tary Spanish by watching films in the 
language, and found himself wishing 
they came with Spanish subtitles. Stu- 
dents of Chinese will know how useful 
this can be. Since dialect-speaking view- 
ers may struggle with spoken Mandarin 
but understand the written form, many 
films are subtitled in Chinese characters. 

Since the mid-1990s, PlanetRead has 
subtitled songs in a range of Indian lan- 
guages. Some are broadcast by Doordar- 
shan, the state broadcaster, in a weekly 
hour-long programme. Two years ago Zee 



Talkies, the biggest private film channel 
in Maharashtra state (of which Bolly- 
wood’s home, Mumbai, is the capital) 
began subtitling songs in ten prime-time 
movies each week. Bollywood songs 
with subtitles are now estimated to reach 
i50m-200m Indian viewers each week. 

A high proportion are women, 65% of 
whom in India are classified as literate 
even though many have poor reading 
skills. Bollywood’s allure among women 
helps overcome the difficulty of persuad- 
ing those in rural areas to attend classes 
away from home. Among children, too, 
the effect is pronounced. A study by 
Nielsen, a research firm, found that only a 
quarter of Indian children become good 
readers at school. When exposed to just 
30 minutes of subtitled film-songs a 
week, that proportion doubles. 




The power of song 



place by the middle of next year. But it will 
not heal Thailand’s deep political wounds. 
Instead, it may well aggravate them. 

Leaked on April 17th, a text of the char- 
ter confirmed rumours that had already 
been circulating. Its first objective appears 
to be to neuter Pheu Thai, a populist party 
hated by the establishment, but which has 
won every election since 2001 under va- 
rious guises. By beefing up a system of pro- 
portional representation, the charter will 
make it difficult for any party to win a par- 
liamentary majority. It would thus force 
endless coalitions between Pheu Thai and 
other parties-even its nemesis, the pro-es- 
tablishment Democrat Party. It would also 
allow for an unelected prime minister, 
should no legislator earn enough support. 

The constitution will probably also see 
the lower house pushed around by an en- 
larged and more powerful senate. Not 
much more than one-third of the senators 
will be elected, down from half at present 
(and only candidates vetted by the estab- 
lishment will be allowed to stand). Ten or 
so other institutions will help to baby-sit 
the politicians, including a “National Mor- 
al Assembly” which will punish those 
who act unethically, a catch-all term that 
could be used against government critics. 
Three-quarters of the 120 seats in a new 
“National Reform Assembly” will be re- 
served for toadies now serving in one of 
the junta’s various conclaves. Their job 
will be to prevent any future government 
deviating from a legislative programme 
that the generals are now laying down. 

The planned constitution-Thailand’s 
20th since 1932— marks a sharp retreat from 
the liberal charter adopted in 1997, which 
had already been hobbled by amend- 
ments made by another military govern- 
ment eight years ago. It will allow the army 
to keep control until a royal succession 
after the ageing king’s death, and probably 
for long after. One clause appears to limit 
more explicitly the king’s ability to inter- 
vene in future bouts of political unrest, per- 
haps for fear that the next monarch will 
prove soft on enemies of the royalist estab- 
lishment such as Thaksin Shinawatra, the 
fugitive former prime minister who domi- 
nates Pheu Thai from exile. 

A few months remain before the docu- 
ment becomes law. Optimists note that the 
army has watered down some egregious 
early proposals in response to public com- 
plaints. But only cosmetic changes are now 
likely. Hopes for a referendum are also low. 
For all the talk of democracy, the army is 
growing more autocratic as its difficulties 
mount: it lifted martial law on March 31st, 
but replaced it with a decree that grants the 
coup-maker turned prime minister, Pray- 
uth Chan-ocha, even greater power. The of- 
ficials penning the new constitution say 
they hope it will guard against “parliamen- 
tary dictatorship”. But they are peddling 
another type of tyranny. ■ 
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Sri Lanka 

Frittered and 
frazzled 

COLOMBO 

The new government has wasted its 
first loo days 

T he date should have been one to cele- 
brate: April 23rd was the hundredth day 
since Maithripala Sirisena formed a gov- 
ernment after winning a fraught presiden- 
tial election, in January, as the head of a 
broad coalition of parties. The surprising 
victory was rightly feted as a democratic 
triumph. It ended nearly ten years of au- 
thoritarian, nepotistic rule by Mahinda Ra- 
japaksa, the man who in 2009 inflicted a 
military defeat on Tamil Tiger rebels. Mr 
Sirisena had promised, however, to build a 
“new country” in his first hundred days. 
He has a long way to go. 

The change of government offered a 
chance to face up to Sri Lanka’s bloody 
past, including atrocities during the war 
with the rebels. Optimists said that public 
institutions could again become account- 
able and that waste and corruption could 
be cut. But to achieve this, Mr Sirisena 
would have to wield real authority. He has 
not. Mr Rajapaksa’s previous ruling co- 
alition boasted a two-thirds majority in the 
225-seat Parliament. The new administra- 
tion has only managed to cobble together 
diverse and disloyal groups. 

Divisions within the coalition have pre- 
vented the government fulfilling its grand 
promises for its early months. Mr Sirisena 
has fallen short on pledges to pass a right- 
to-information bill, to amend the constitu- 
tion to trim the powers of (on paper, in Mr 
Sirisena’s case) an overweening presiden- 
cy, and to form independent commissions 
to run elections, appoint Judges and over- 
see the police. A constitutional amend- 
ment was drafted, but the Supreme Court 
said changing the president’s powers re- 
quired a two-thirds parliamentary major- 
ity, plus public support in the form of a ref- 
erendum. Rather than attempt the 
impossible, the government diluted the 
bill. Even so, it has got nowhere. 

Mr Rajapaksa, meanwhile, has not fad- 
ed away. His morale is high, lifted by 
queues of fawning fans who visit his vil- 
lage home. Many are provided with trans- 
port to his increasingly frequent public 
events. The media give him plenty of atten- 
tion. His extended family still wields clout, 
despite the arrest by financial police on 
April 22nd of Basil Rajapaksa, one of his 
brothers, who used to be in charge of the 
economy. On April 21st legislators handed 
a petition to Parliament’s Speaker. Signed 
by U3 of them, it demanded the resignation 
of an official from an anti-bribery commis- 
sion who had dared to summon the for- 




Mahinda Rajapaksa, still in the game 



mer president to give evidence. The peti- 
tion carried a symbolic message: it would 
take only as many mps to bring an im- 
peachment motion against Mr Sirisena, 
should they wish to. The Speaker would 
probably not object if they did so: he is an- 
other brother of Mr Rajapaksa. “Even 
though we are in government, it’s as if we 
are in the opposition,” a deputy minister 
says. 

Aides say Mr Sirisena’s main concern 
has been to try to gain the trust of his own 
Sri Lanka Freedom Party, which was led 
until January by Mr Rajapaksa. Specula- 
tion is mounting that he may call fresh elec- 
tions to try to strengthen his parliamentary 
support. He had promised to go to the polls 
once the first 100 days were up. That is one 
pledge on which he can deliver. ■ 



Nuclear power in Japan 

Legal fallout 



NIIGATA 

Court cases frustrate efforts to restart 
Japan’s nuclear plants 

T he world’s biggestnuclear powerplant 
runs along nearly 4 kilometres (ih 
miles) of the coast of the Sea of Japan. At 
full pelt it generates enough electricity to 
supply 2.7m households. But the seven re- 
actors at the Kashiwazaki-Kariwa complex 
sit idle, along with the rest of Japan’s nuc- 
lear-power facilities. Four years after melt- 
down at the Fukushima Dai-ichi power 
plant, all Japan’s 48 usable reactors are the 
focus of safety concerns. An industry that 
once produced nearly a third of Japan’s 
electricity remains paralysed. 

The government badly wants some of 
the idle reactors put back to work to cut a 



huge bill for imported fuel. On April 22nd it 
got a shot in the arm when a court on Kyu- 
shu, the third-largest of Japan’s four main 
islands, rejected an attempt to block the re- 
start of two reactors at the Sendai plant. It 
said the reactors were safe to operate, de- 
spite active earthquake faults and a volca- 
no in the area. Kyushu Electric, the plant’s 
owner, believes it could be generating 
power again by July. 

Yet the ruling contrasted with another 
one handed down a week earlier by a court 
in Fukui prefecture, down the coast from 
the Kashiwazaki-Kariwa plant. That deci- 
sion blocked Kansai Electric Power from re- 
starting two reactors at its Takahama site. It 
said stricter government-induced regula- 
tions after the Fukushima disaster were no 
guarantee that another disaster could be 
prevented. The court warned of “immi- 
nent danger” to local citizens if the reactors 
were restarted. 

The decision surprised the govern- 
ment. It is formulating a new energy plan 
that calls for nuclear power to meet up to 
20% of Japan’s electricity needs by 2030. 
The Fukui ruling will not derail that, the 
chief cabinet secretary, Yoshihide Suga, in- 
sists. He says the new regulations are 
among the world’s strictest. 

Such confidence in restarting the reac- 
tors may be misplaced. Every one of them 
is the subject of a lawsuit by locals trying to 
stop them from being fired up again. The 
government and the energy utilities will 
continue to argue that although they can- 
not completely rule out another accident, 
they have made nuclear power as safe as 
possible. By rejecting that argument, the 
Fukui court has set a precedent other 
courts may follow, says Mutsuyoshi Nish- 
imura, a former climate-change negotiator. 

Kansai Electric has challenged the Fu- 
kui ruling. Experts say the company will 
very likely get a higher court to overturn it. 
But the longer legal tussles drag on, the old- 
er the reactors become, putting their even- 
tual operation in doubt. The Nuclear Regu- 
lation Authority (nra), Japan’s new 
watchdog, is reviewing about 20 reactors 
for compliance with its regulations. Luc 
Oursel, the late chief executive of Areva, a 
French nuclear giant, predicted in 2013 that 
two-thirds of Japan’s plants would eventu- 
ally restart. Few believe that now. 

For Tokyo Electric Power (tepco), the 
operator of the ruined Fukushima plant, 
these issues are a matter of life and death. 
Kashiwazaki-Kariwa is its only remaining 
viable nuclear facility. The company says it 
loses ¥100 billion ($835m) per reactor ev- 
ery year that the reactors are down. The 
plant’s chief, Tadayuki Yokomura, says 
that TEPCO has poured $2 billion into rein- 
forcing the facility against earthquakes and 
tsunamis. There is, he insists, no reason 
why all seven reactors cannot be restarted 
immediately. The problem is that he has 
yet to convince the public of that. ■ 
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Banyan | Forty years on 



The strategic order in place in Asia since the Vietnam war is being challenged 




AT THE time, the events in Indochina of April and May 1975 
j^Lseemed to mark in the starkest way the end of a period of un- 
challenged American hegemony in Asia and the Pacific. Cambo- 
dia fell to the brutal Khmers Rouges, South Vietnam was ab- 
sorbed by the North and communists took power in Laos. 
Famous pictures of an evacuation by helicopter from the Ameri- 
can embassy roof in Saigon (now Ho Chi Minh City) captured the 
apocalyptic mood: the humbling of the superpower, in bedrag- 
gled retreat from Asia. Yet, 40 years later, as Vietnam marks the 
anniversary of unification, America’s defeat in Vietnam looks in 
retrospect no more than a blip in a prolonged Pax Americana. 
Only now is the durability of the American-led regional order be- 
ing seriously questioned. 

Jonathan Schell, an American journalist who covered the 
Vietnam war, wrote that what had led America to enter and ex- 
pand it was not over-optimism about its chances of victory, but 
“overly pessimistic assessments of the consequences of losing”. 
These entailed not just the tumbling of other Asian “dominoes” 
to the communist menace, but a catastrophic loss of American 
prestige and credibility. Indeed, for a while after the war America 
did seem in global retreat. Jimmy Carter, elected president the fol- 
lowing year, oversaw what Lee Kuan Yew, Singapore’s late patri- 
arch, called in his memoirs “four years of pious musings about 
America’s malaise”, during which Iran’s revolution and the Sovi- 
et invasion of Afghanistan further dented America’s standing. 

It soon turned out, however, that Mr Carter’s predecessor, Ger- 
ald Ford, had been right in a speech he made on April 23rd 1975 in 
which he said that events in Indochina “tragic as they are, por- 
tend neither the end of the world nor of America’s leadership in 
the world.” Communism did not advance beyond Indochina to 
elsewhere in Asia. And by then, partly in response to the quag- 
mire in Vietnam, America had already tilted towards China with 
Richard Nixon’s visit in 1972. This softened the strategic impact of 
the humiliations three years later. 

A de facto alliance with China against the Soviet Union left 
America’s supremacy in Asia uncontested. After the war, the re- 
gion boomed. American intervention in Vietnam no longer 
looked such an unmitigated disaster. Lee Kuan Yew portrayed it 
almost as a triumph: without it, South-East Asia would probably 



have fallen to the communists. America bought the region time 
and, by 1975, its countries were “in better shape” to stand up to 
them. The prosperous emerging-market economies they have be- 
come “were nurtured during the Vietnam war years”. 

The greatest beneficiary of the new global alignment was Chi- 
na itself, which embarked in 1979 on its great economic transfor- 
mation, against the backdrop of a stable region secured by Ameri- 
ca’s unchallenged primacy. China has done so well out of this 
arrangement that many Americans struggle to understand that it 
might want to challenge and to change it. But growing numbers 
of analysts now believe that it does: that its goal is to supplant 
America as the Asia-Pacific’s— and eventually the world’s— lead- 
ing power. Hugh White, an Australian writer on strategic affairs, 
argues that China is achieving by totally different means under its 
current leader, Xi Jinping, what it failed to attain under Mao Ze- 
dong: wealth, power and a dominant role in its own region. 

Most American strategic thinkers have tended until recently 
to argue that China can be accommodated in the existing world 
order; and that even if it harbours greater ambitions, it is so far be- 
hind America in economic and military terms that it will set them 
aside for the foreseeable future. A more alarmist school of 
thought is gaining strength, however. A new report for the Coun- 
cil on Foreign Relations, an American think-tank, by two analysts 
who have worked in government, Ashley Tellis and Robert Black- 
will, calls for a new “grand strategy” for dealing with China, in- 
cluding strengthening America’s army and stepping up military 
co-operation with its allies. It argues that “the American effort to 
‘integrate’ China into the liberal international order has now gen- 
erated new threats to us primacy in Asia-and could eventually 
result in a consequential challenge to American power globally.” 
In a similar vein, Michael Pillsbury, another former American 
government official, has published a book with a self-explana- 
tory title: “The Hundred-Year Marathon: China’s Secret Strategy 
to Replace America as the Global Superpower”. 

The American administration itself seems to be adopting a 
harder line towards China. It has always denied that its “pivot” or 
“rebalancing” towards Asia was aimed at China’s containment. 
But it was certainly intended to reassure its friends and allies in 
the region that it was not simply going to stage a strategic with- 
drawal to make way for a rising China. And it is becoming more 
open in its rivalry. Recently it tried in vain to persuade its allies to 
shun a Chinese-led development bank. To garner support for its 
ambitious trade agreement, the Trans-Pacific Partnership, it has 
stressed how the deal is essential if America is to prevent China 
from writing the rules for the region. 

Full circle 

China, for its part, constantly suspects America of trying to con- 
tain it; and it argues that the alliances that tie America to Asia, no- 
tably its defence treaty with Japan, are cold-war relics that should 
be dismantled. None of the allies wants that; and none wants to 
be forced to choose between its security ties with America and its 
links with China. But, if the pessimists are right, they may one day 
find they have to. As Mr White sees it, America’s experience in the 
Vietnam war is an “Aesop’s fable of the perils of statecraft”. Amer- 
ica, having fought in Vietnam to stop China building a sphere of 
influence that excluded it, was driven by the war into opening to 
China and has since facilitated China’s rise-and that rise has 
been so successful that China now threatens to build a sphere of 
influence that excludes America. ■ 
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Waste disposal 

Keep the fires burning 



HANGZHOU 

Waste incinerators rile the public, but are much better than landfill 



O NE Saturday last May, thousands of 
people near the affluent lakeside city 
of Hangzhou clashed violently with police 
during a protest over a planned waste in- 
cinerator. The demonstrators feared it 
would pollute the air in their bucolic dis- 
trict outside the city centre. They burned 
patrol cars and caused enough mayhem to 
force the government to delay construc- 
tion. A few days ago, work on the facility 
quietly began. Police, both in uniform and 
plainclothes, were posted on the road into 
town to discourage troublemakers. 

Such security in China is often a symp- 
tom of the government’s intolerance of dis- 
sent. In this case, however, it also may have 
had a positive effect, by giving the environ- 
ment a much-needed break. As China ur- 
banises, its cities are producing a lot more 
rubbish. They are running out of good 
places for landfills and are turning instead 
to burning rubbish, generating electricity 
at “waste-to-energy” plants like the one in 
Hangzhou. About 70 such incinerators are 
now being built, in addition to more than 
180 in operation. Cities increased their ca- 
pacity to incinerate waste tenfold in the de- 
cade to 2013 (see chart), allowing the coun- 
try to burn more than a quarter of its 
formally collected urban rubbish. Techsci 
Research, a consultancy, expects the mar- 
ket for incinerators in China roughly to 
double in size by 2018, much faster than the 
pace worldwide. 

Cities in Japan and several European 



countries burn a higher proportion of their 
rubbish and recycle a lot of the rest (al- 
though only Japan ranks ahead of China in 
tonnes burned per day). Most rubbish in 
China ends up either in landfills or in un- 
regulated heaps outside cities, where it 
gives off methane as it decomposes. There 
is a lot of informal recycling: people pick 
through rubbish at dumps looking for 
items such as plastic bottles that can be 
sold to recycling factories (see picture). But 
the heaps contaminate the soil and 
groundwater. Plastics flow down rivers 
into the sea, harming ocean life. A recent 
study concluded that China was by far the 
biggest source of plastics in the oceans. 

More recycling would help. But encour- 
aging households and local governments 
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to co-operate in this will take time. For now, 
incinerating more trash is the best solution. 
Doug Woodring of the Ocean Recovery Al- 
liance, a charity, says waste should still be 
sifted for recyclable materials before being 
burned. But China needs more incinera- 
tors, he says (as long as they are “very 
clean” ones). Building them will require 
the government to do more to earn the 
trust of a public that is rightly suspicious of 
official pledges to protect the environment. 
Some older incinerators have not burned 
as cleanly as promised, belching foul- 
smelling smoke from their furnaces. 

The latest generation of incinerators in 
China may help to overcome public scepti- 
cism. Shanghai is the city producing the 
most household rubbish in the country: 
22,000 tonnes a day. Space for new land- 
fills is becoming scarce as existing ones 
reach capacity, including China’s largest, 
Laogang, on the coast near the city. Each 
day about a seventh of the city’s rubbish 
glides past that landfill by barge to be 
dumped into two large pits at an incinera- 
tor next door. In odourless rooms over- 
looking each pit, workers use joysticks to 
manipulate gigantic German-made steel 
claws a bit like the ones in fairground 
games used to retrieve sweets and toys. 
The claws descend and close their jaws, 
grabbing seven or eight tonnes at each go. 
The workers then move them up towards 
the pit’s high ceiling and drop the waste 
into furnaces built with technology from 
Germany, Japan and elsewhere. 

The waste burns at temperatures of 
850°C or higher, hot enough to eliminate 
toxic dioxin pollutants. The gases heat wa- 
ter to produce steam, in turn driving tur- 
bines that generate electricity. On a recent 
visit to the site, there was no detectable 
odour outside. Digital displays monitored 
emission levels of sulphur dioxide, carbon 
monoxide and other pollutants. Zhang Yi, ►► 
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► a senior manager at smi Environment, a lo* 
cal state-owned enterprise that runs the 
Laogang furnaces, says its facilities were 
built to “the strictest standard” in the 
world. A high proportion of imported tech- 
nology and a need for careful operation 
make SMi’s incinerators expensive to build 
and operate, Mr Zhang says. State-owned 
companies, he insists, have a special re- 
sponsibility to the public. 

Normally this sort of claim makes Chi- 
nese citizens scoff. Many of the factories 
and mills that have polluted rivers or made 
skies smoggy are state-owned. Their dis- 
mal record is one reason why residents 
near environmentally sensitive projects 
are often quick to anger when they hear 
about them. Environmental-impact as- 
sessments must be done, but these are paid 
for by the people who are building and ap- 
proving the projects. Favourable assess- 
ments lead to more work and unfavour- 
able ones to less. Neighbours of a planned 
project are often consulted in a desultory 
way, despite legal requirements for notices 
and hearings. The more controversial a 
project is, the less likely that rules about 
public consultation will be obeyed, and 
the more likely that nastier tactics, includ- 
ing hired thugs, will be relied upon to si- 
lence critics. 

Mr Zhang says that failures to work 
openly with the public help explain “mass 
incidents” like the one in Hangzhou, as 
well as many other smaller protests. But 
most incinerators have not faced large- 
scale opposition-surprisingly given how 
big the new ones are. In recent years large 
protests have led to the delay or cancella- 
tion of several projects to build factories to 
make paraxylene, which is used in polyes- 
ter. An explosion at one such plant in Fu- 
jian province earlier this month reinforced 
distrust of such facilities, despite govern- 
ment efforts to persuade the public that 
they pose no great threat. 

The Laogang incinerator is one of sever- 
al that burn 3,000 tonnes of rubbish a day, 
including one in Beijing; the one in Hang- 
zhou will be another. A planned new 
burner, to be completed in 2017, would 
make the Laogang facility the largest in the 
world, burning 9,000 tonnes a day. The 
goal by then is to increase the share of 
Shanghai’s household waste that is incin- 
erated from about a third to three-quarters. 

Nationally, China’s planners had want- 
ed 35% of urban household waste to be in- 
cinerated by the end of 2015. That goal may 
not quite be met, partly because officials 
are becoming more sensitive to public 
complaints. After the protests in Hang- 
zhou, officials transferred control of the 
project from a local state company to a na- 
tional one, China Everbright International, 
which is one of the largest builders of in- 
cinerators in China. Local officials then ar- 
ranged thousands of visits by residents to 
other China Everbright incinerators in 



nearby cities, according to Chen Xiaoping, 
the company’s chief executive. He says the 
government made “tremendous and 
painstaking efforts” to restart the project. 

When completed, the incinerator will 
need proper upkeep; a poorly run one is 
worse for the environment than none at 
all. Even then there is another potential 
drawback. Incinerators are insatiable 
beasts and must keep being fed rubbish for 
decades to be economical. The more of 
them there are, the less incentive there is to 
recycle, and to produce less rubbish in the 
first place. But at present, as China’s waste 
problem keeps growing, the country most 
certainly needs to keep on burning. ■ 



Hong Kong politics 

X marks the spot 



HONG KONG 

A struggle looms in Hong Kong’s 
legislature over political reform 

AFTER pro-democracy protests in Hong 
Z^Kong late last year that blocked several 
main streets for weeks, neither the territo- 
ry’s leaders nor their backers in Beijing are 
in any mood to make concessions. On 
April 22nd the Hong Kong government re- 
vealed how it would like to conduct elec- 
tions in 2017 for the territory’s chief execu- 
tive, as the most senior official is known. 
The proposal faithfully echoed the views 
of mainland Communist Party officials, 
whose disdain for a free vote had triggered 
the recent unrest. For the first time, Hong 
Kong residents will all be allowed to cast a 
vote for their leader. But the only candi- 
dates will be ones approved by a commit- 
tee stacked with the party’s supporters. 

Pro-democracy legislators were quick 
to show their contempt for the govern- 




Missing faces 



ment’s plan. Most of them walked out of 
the Legislative Council (Legco) when the 
proposals were announced. The politi- 
cians left placards with yellow “X” sym- 
bols (see picture): yellow being the adop- 
tive colour of last year’s protests and “X” 
signifying their intention to vote against 
the proposals when they are submitted for 
approval, probably in mid-June. Some car- 
ried umbrellas, another symbol of the re- 
cent unrest. The current chief executive, 
Leung Chun-ying, has warned that if they 
do reject the plan, the next chief executive 
will be chosen by the same method as last 
time, which involved no public vote at all. 

Senior government officials have pre- 
pared a publicity blitz in an effort to sway 
opinion in their favour. Pro-democracy 
protesters have threatened to disrupt the 
officials’ public appearances. Opinion 
polls show the public is divided. Some 
polls say that about 60% of respondents 
want Legco to adopt the government’s pro- 
posals. Others say a similar proportion be- 
lieves that rejecting the plan would be fine. 
Albert Ho, a Democratic Party legislator, 
has pledged to step down after the vote in 
order to trigger a by-election that he would 
like to turn into, in effect, a referendum on 
the package. It is far from clear whether he 
would succeed in securing a convincing 
show of public support for his cause. 

But the real struggle will be in Legco, 
where the government has to win over 
four legislators in order to prevent a veto by 
the 27-strong pro-democracy bloc (the pro- 
posals need the support of two-thirds of 
Legco’s 70 members to pass). Many pan- 
democrats, as the bloc’s members are com- 
monly known, insist that the public be al- 
lowed to nominate candidates. As Hong 
Kong officials keep noting, the government 
in Beijing has ruled this out. The pan- 
democrats also object to the government’s 
proposal that those who make it onto the 
final shortlist of candidates would need 
the support of half of the 1,200 members of 
the electoral committee. That would all but 
rule out the inclusion of pro-democracy 
candidates: most of the committee’s mem- 
bers are establishment figures who would 
take their cue from officials in Beijing. 

Despite their stated resolve to stand un- 
ited against the proposals, the pan-demo- 
crats will face considerable pressure in the 
coming weeks. Officials’ warnings that po- 
litical reform will be frozen if the measures 
fail to pass will give some of them pause. It 
would mean that reforms in the election of 
Legco members, which officials have said 
may be introduced in 2020, would also be 
shelved (and in any case it remains unclear 
what these would involve). The govern- 
ment will try assiduously to court pan- 
democrat waverers. It worries about fail- 
ing to carry out the Communist Party’s 
wishes, which are for the creation of a new 
political model: “universal suffrage”, un- 
der the party’s firm control. ■ 
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Xenophobia in South Africa 

Blood at the end of the rainbow 



JOHANNESBURG 

South Africa’s poor are turning on those who are even more downtrodden 



A STREET vendor from Mozambique, 
Emmanuel Sithole, lay begging for his 
life in a gutter as four men beat him and 
stabbed him in the heart with a long knife. 
Images of his murder have shaken South 
Africa, already reeling from a wave of at- 
tacks on foreigners, mostly poor migrants 
from the rest of Africa. Soldiers were de- 
ployed on April 21st to Alexandra, a Johan- 
nesburg township, and other flashpoints 
to quell the violence, though only after sev- 
en people had been killed. Thousands of 
fearful foreigners, many from Malawi, Mo- 
zambique and Zimbabwe, have sought ref- 
uge in makeshift camps. Others have re- 
turned home. 

South Africa has experienced such hor- 
rors before. During widespread anti-for- 
eign violence in 2008, 62 people were 
killed and some 100,000 displaced. Photo- 
graphs of the murder of another Mozambi- 
can man, Ernesto Nhamuave, whom a 
jeering mob burned alive in a squatter 
camp, led to declarations that such atroc- 
ities would never happen again. Yet no one 
was charged in Mr Nhamuave’s death: the 
case was closed after a cursory police in- 
vestigation apparently turned up no wit- 
nesses (who were easily found by journal- 
ists earlier this year). The latest violence 
flared up in the Durban area earlier this 
month after King Goodwill Zwelithini, the 
traditional leader of the Zulus, reportedly 
compared foreigners to lice and said that 
they should pack up and leave. 

His comments poured fuel on an al- 



ready-smouldering fire. Jean Pierre Misago, 
a researcher at the African Centre for Mi- 
gration and Society in Johannesburg, esti- 
mates that at least 350 foreigners have been 
killed in xenophobic violence since 2008. 
But Mr Misago says he has heard of only 
one conviction for murder. Attacks on for- 
eigners and foreign-run businesses have 
been committed with virtual impunity; 
few cases ever make it to court, “Migrant 
lives are low-value lives,” says Marc Gbaf- 
fou, chairman of the African Diaspora Fo- 
rum in Johannesburg. 

So it is progress that four men have been 
arrested in connection with Mr Sithole’s 
murder. The police have been praised for 
responding better to the violence this time. 
Yet the attacks on foreigners will continue 
until the government acts decisively to 
stamp out the xenophobic attitudes that 
permeate South Africa, from the town- 
ships to the country’s top echelons. 

When, after an outcry. King Zwelithini 
held an anti-xenophobia imbizo, or assem- 
bly, in a Durban stadium, some of the audi- 
ence booed African ambassadors and reli- 
gious leaders, chanted that foreigners 
should leave, and waved spears, axes and 
clubs. Meanwhile President Jacob Zuma, 
who has made only an emotionless plea to 
halt the violence, blamed journalists for 
publicising the death of Mr Sithole. “This 
makes us look bad,” he said. His eldest son, 
Edward (born in Swaziland), agreed for- 
eigners should leave, saying that “we are 
sitting on a ticking time-bomb of them tak- 



ing over the country.” 

Such comments find a receptive audi- 
ence. There is anger among poor South Af- 
ricans at the lack of opportunities and 
change in the country, with frustrations of- 
ten boiling over into violent street protests. 
Officially, unemployment runs at 24%, 
though the real figure is much higher, with 
more than half of under-25-year-olds out 
of work. Foreigners are an easy scapegoat, 
especially Somalis and Pakistanis resented 
for running successful small shops in the 
townships. The last census, in 2011, found 
2.3m foreign-born people living in South 
Africa, though the number is probably 
higher. Some think there are as many as 
5m-6m foreigners in a country of 54m. 

The government’s response has often 
been to describe incidents as “criminality” 
rather than admit to a specific problem 
with violence against foreigners. Recent 
policies have, moreover, fostered a nega- 
tive view of foreigners, such as the debate 
over proposals to prevent them from buy- 
ing land. South Africa’s Institute of Race 
Relations, a liberal think-tank, points to the 
“absolute failure” of government policy to 
deal with unemployment and with defi- 
ciencies in the education system. It warns 
that xenophobic attacks may well increase 
as the economy weakens. 

Across Africa, there have been boycotts 
of South African musicians, and demon- 
strations at South African embassies. 
South African lorries were stoned at a bor- 
der crossing and Sasol, a petrochemicals 
firm, suspended some of its operations in 
central Mozambique and repatriated 
South African staff for fear of retaliatory at- 
tacks, Desmond Tutu, a former archbishop 
of Cape Town and an anti-apartheid stal- 
wart, captured the mood of many; “Our 
rainbow nation that so filled the world 
with hope is being reduced to a grubby 
shadow of itself The fabric of the nation is 
splitting.” ■ 
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Technology in Africa 

The pioneering continent 



NAKURU, KENYA 

Innovation is increasingly local 

ARE small cargo drones the answer to 
x^some of Africa’s most pressing pro- 
blems? A group of European engineers 
supported by ibm thinks so. Christened 
“flying donkeys” and now in develop- 
ment, the drones will carry lokg (22 
pounds) of cargo each over distances of up 
to i2okm (75 miles) to supply medicine to 
remote communities or food to refugees. 
They are designed to be cheap and rugged 
enough to deploy across the continent, and 
could perhaps serve as a proving ground 
for retailers like Amazon that are unable to 
experiment as freely in the rich world be- 
cause of strict regulations. Test flights are 
planned in Africa for later this year. The 
continent is regarded as an ideal arena be- 
cause its airspace is not congested, and be- 
cause poor roads mean that demand for 
cheap air cargo is immense. 

Experiments such as this underscore a 
remarkable change taking place in Africa. 
A continent that has long accepted techno- 
logical hand-me-downs from the West is 
increasingly innovating for itself To be 
sure, much of this is made possible by tech- 
nological advances elsewhere. Mobile 
phones are common today in even the 
most remote African villages. Ericsson, a 
technology company, estimates that the 
number of mobiles will rise to 930m by 
2019, almost one per African. The spread of 
smartphones, some of which now cost as 
little as $25, is likely to push internet pene- 
tration to 50% within a decade. 

This is now allowing Africans to go be- 
yond merely copying technology used 
elsewhere or adapting it to fit African cir- 
cumstances. In some cases, firms are gener- 
ating innovations that can also be used in 
rich countries. Mobile money is the best ex- 
ample. A technology that long struggled to 
gain a foothold in the West (though mobile 
payments now seem to be taking off after 
the introduction of Apple Pay) has trans- 
formed economies in places such as Kenya, 
where millions of unbanked people have 
been brought into the financial system. 
This in turn has spurred yet another wave 
of innovation. 

Firms are using mobile money to sell 
life-insurance policies, some to people 
with infections such as hiv. Phones not 
only reduce the cost of collecting small pre- 
miums but also allow insurers to remind 
customers to take their medicine. Another 
innovator is Olam, a Singapore-listed farm- 
commodity firm. It has signed up 30,000 
farmers in Tanzania as suppliers of coffee. 



cotton and cocoa through a mobile-phone 
system, boosting profitability for all. 

New technologies could also make a 
great difference in education. Although 
firms around the world are developing 
smartphone and iPad apps to teach chil- 
dren to read, write and do sums, these in- 
novations promise to have a far greater im- 
pact in Africa, where education systems 
are weak and children often have to walk 
long distances or pay prohibitive fees to at- 
tend school. 

Apps and e-learning schools are no 
match for the best state or private ones, but 
only a tiny elite has access to those. Com- 
pared with the run-of-the-mill schools that 
most Africans attend, they look impres- 
sive. The main advantage of using techno- 
logy to teach is that it reduces the impact of 
two common failings in many ordinary 
schools in Africa: teacher absenteeism and 
minimal adherence to the curriculum. 
Among the firms embracing such innova- 
tion is Bridge International Academies, 
partly funded by Pearson, co-owner of The 
Economist. It has more than 100,000 nurs- 
ery and primary pupils in Kenya, paying 
about $5 a month to attend low-cost 
schools that use technology to follow stan- 
dardised curriculums. 

Technology companies are also having 
an impact on African societies by trans- 




Self-improvement 



forming the media. The 300,000 residents 
of the Kenyan city of Nakuru have never 
had their own newspaper, relying instead 
on word of mouth for local news. That 
changed last year when a news website, 
HiviSasa (meaning “Right Now”), started 
publishing 30 reports a day on fires, mur- 
ders, school graduations, hospital im- 
provements and much else that few peo- 
ple outside Nakuru would care about. On 
March 13th its headline read, “Teacher res- 
cued from 45-feet toilet”. 

Innovation in Africa is helped by a pe- 
culiar confluence of economic and politi- 
cal circumstances. Regulation is generally 
light thanks to weak governance; engi- 
neers can try things out that are either pro- 
hibited or prohibitively bureaucratic else- 
where. It is also buoyed by the paucity of 
traditional infrastructure, whether roads 
or landlines, meaning that new technol- 
ogies or business models face few estab- 
lished competitors. 

This business environment has attract- 
ed a growing number of Western compa- 
nies to Africa. Microsoft is funding a small 
firm that is developing wide-area Wi-Fi 
systems able to cover entire regions at less 
than a hundredth of the cost of existing 
mobile telephony. It uses unallocated fre- 
quencies, including ones previously re- 
served for television that are being freed 
up as broadcasters move to digital trans- 
missions that use less bandwidth. The in- 
tention is to bring the same model to rural 
communities in the West. 

Technology is opening up African mar- 
kets that have long been closed or did not 
previously exist, says Jim Forster, one of 
the early engineers at Cisco, a maker of net- 
work gear, and now an angel investor. 
Facebook has joined up with phone opera- 
tors to make internet connectivity avail- 
able free through an initiative known as 
internet.org, hoping to sign up Africans to 
its site before indigenous social media get 
to them. Launched in Africa last year, it has 
since been expanded to poor countries on 
other continents. Of all Western technol- 
ogy firms, IBM is perhaps the keenest on 
Africa. Virginia Rometty, the head, visits 
regularly and talks of “great, great innova- 
tion” coming out of the continent. 

Africa’s innovation revolution is still in 
its infancy. But it is likely to gain pace, not 
least because new models and forms of fi- 
nancing start-ups are also being devel- 
oped. Take EmergingCrowd, a London- 
based crowdfunding firm that was 
launched this week. It aims to match inves- 
tors with companies in emerging markets, 
predominantly in Africa. One of the first 
firms to raise money on it is Bozza, a market 
for African music and film producers who 
would otherwise struggle sell their work. 
“The problems Africa faces are not neces- 
sarily American or European problems,” 
says Emma Kaye, its founder. “The sol- 
utions are likely to come out of Africa.” ■ 
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Al-Qaeda In the Arabian Peninsula 

An exceptional franchise 



CAIRO 

Thejihadists gain ground in Yemen 

THAS been a rough decade for al- 

Qaeda. America and its regional allies 
assassinated its top leaders from Yemen 
to Iraq, and made it harder for the group’s 
branches to communicate with the cen- 
tral leadership. In 2011 America killed 
Osama bin Laden, its chief. Since Islamic 
State (is) emerged a year later it has out- 
flanked al-Qaeda, attracting more foreign 
fighters, cash and headlines. But one 
branch is an exception. Al-Qaeda in the 
Arabian Peninsula (aoap), based in 
Yemen, is on the up. In the past month or 
so it has widened the territory under its 
control, including a port and an airport. 

Today’s war in Yemen between the 
Houthi rebels and the government, 
backed by a Saudi-led coalition, is help- 
ing AQAP. It expanded after the ousting 
of Ali Abdullah Saleh from the presiden- 
cy in 2012, only to be pushed back by an 
army offensive. But the government’s 
gains have now been reversed. On April 
2 nd AQAP freed members of its group 
from a prison. It took Mukalla, a port on 
the Gulf of Aden, and its nearby airport. 
American drone attacks, which previous- 
ly kept AQAP on the back foot, have 
almost stopped since the Americans 
pulled out their intelligence-gathering 
special forces in the past few weeks. 

Wherever it is based, aqap’s main 
target remains the “far enemy” in Ameri- 
ca and Europe. It has not been able to 



Saudi Arabia and Yemen 

Stop -start 



CAIRO 

What can the kingdom do next? 

B y wading into the war in Yemen, Sau- 
di Arabia may well have made matters 
worse. Tension with its regional rival, Iran, 
has deepened. Saudi aircraft are said to 
have killed up to 400 civilians and de- 
stroyed scores of buildings. So most Yeme- 
nis-and Arabs across the region-sighed 
with relief when the Saudis said on April 
21st that they would end their air strikes. 
Yet they reserved the right to continue, al- 
beit on a more limited scale. The next day 
their jets hit a force of Houthis, members of 
Yemen’s Iran-backed Shia sect, who were 
fighting for an army base near Taiz, the be- 
nighted country’s third city. 

The Saudis’ claim that their aims had 



carry out a big attack like 9/11, and few 
think any al-Oaeda branch could do so 
again, since the West has become more 
vigilant. But aqap claimed the shooting 
at Charlie Hebdo in Paris in January. 
Though the group is unlikely to have 
been involved in the nitty-gritty of plan- 
ning, at least one of the two gunmen had 
trained in Yemen, aqap has had more 
success in hitting sites in the region, 
including embassies and tankers. In 2009 
it narrowly failed to assassinate Muham- 
mad bin Nayef, Saudi Arabia’s interior 
minister. More worryingly, it retains 
sophisticated bomb-making skills. 

Nasser al-Wuhayshi, aqap’s head, is 
the deputy leader of the whole organisa- 
tion. Young and sparky, he and his group 
remain more popular among jihadists 
than Ayman Zawahiri, al-Oaeda central’s 
ageing chief As is is pushed back by the 
American-led coalition, al-Oaeda may 
come back into its own. Though a group 
calling itself is carried out two bombings 
this year in Sana’a, Yemen’s capital, is has 
no recognised branch in Yemen, “aqap is 
still seen as potent,” says Bruce Riedel, a 
former cia man now at Brookings, a 
think-tank in Washington. America 
recently increased its reward for infor- 
mation leadingto Mr Wuhayshi’s arrest 
to $iom. That matches the bounty for is’s 
chief, Abu Bakr al-Baghdadi, the world’s 
foremost terrorist. 



been achieved rang hollow. They may 
have destroyed many of the Houthis’ 
heavy weapons. They see a victory in the 
UN Security Council’s resolution that puts 
an embargo on arms to the Houthis. But 
they are no nearer to stopping the advance 
of the Houthis alongside factions loyal to 
Ali Abdullah Saleh, the long-serving presi- 
dent, who was ousted in 2012. Nor are the 
Saudis able to reinstall their unpopular 
protege, Abd Rabbo Mansour Hadi, who 
replaced Mr Saleh but who is in exile in the 
Saudi capital, Riyadh. 

There are rumours of a secret deal be- 
tween Saudi Arabia and Iran to stop the 
Saudi air raids on Sana’a, Yemen’s capital, 
which the Houthis captured last year, in ex- 
change for letting the strikes continue in 
parts of the south, for instance in Taiz, 
where Sunnis are in the majority. Iran was 
quickto praise the end of Saudi air attacks. 

America appears to have played its 
part, too, with President Barack Obama 
leaning on King Salman to ease up. The 
Americans, along with Arab members of 
the Saudi-led coalition, are afraid of the 




Caught In the middle 



war spinning out of control. Along with ci- 
vilian deaths in the Saudi air raids, much 
of Yemen’s decrepit infrastructure, includ- 
ing the health service, has collapsed. Hu- 
manitarian agencies say the Saudi-led op- 
eration has blocked aid. Oblivious to the 
unfolding humanitarian crisis. Prince Al- 
waleed bin Talal, a billionaire member of 
the royal family, made a tin-eared offer. He 
said he would donate 100 Bentley cars, giv- 
ing one to each of the Saudi fighter pilots 
participating in the campaign. 

Yet Saudi policy is hard to predict. It is 
driven not only by its rulers’ dislike of Iran 
and by a sense that Yemen is the kingdom’s 
backyard. Salman, who acceded only in 
January, is also acutely aware that the 
war’s outcome will affect his own standing 
and that of his favoured son, Muhammad, 
who some say is being positioned for a bid, 
in due course, for the succession. He al- 
ready holds two powerful posts, as chief of 
the royal court and as defence minister. 

America has sent a second warship off 
Yemen’s shores, supposedly to protect 
shipping lanes but more likely to deter Ira- 
nian ships from delivering arms to the 
Houthis. This may reassure the Saudis that, 
even if they stop bombing from the air, the 
Houthis will not be able to replenish their 
supply of arms from Iran by sea. 

The Houthis still control Sana’a, and Mr 
Hadi’s allies have pledged to battle on. So 
the fighting is likely to continue. Many Ye- 
menis fear that the Saudis will now finance 
Sunni proxies. 

So Yemen’s chaos is likely to continue, 
whatever the Saudis do. The Houthis’ de- 
mands for a major say in any government 
of national unity seem unlikely to be met 
by their Saudi-backed opponents. Many 
southerners want secession. And al-Qa- 
eda controls an expanding slice of territory 
in the south and east (see above). ■ 
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Israeli politics 

All together now 



JERUSALEM 

Winning the election was easy. 
Governing is the challenge 

L ittle more than a month ago Binyamin 
j Netanyahu resoundingly won a fourth 
term in Israel’s elections. On the face of it, 
his path to a new coalition was straightfor- 
ward: he could have formed a stable right- 
wing government, or even a unity govern- 
ment with the defeated Labour party. But 
Israel’s political fragmentation, and Mr 
Netanyahu’s own divisive campaign tac- 
tics, mean he is struggling to form a govern- 
ment. On April 20th he was forced to ask 
President Reuven Rivlin for a two-week ex- 
tension of his coalition negotiations. 

Armed with the endorsements of five 
parties, apart from his own Likud, he has 
the basis for a government supported by 67 
Knesset members-a relatively stable ma- 
jority. All broadly share a right-wing per- 
spective and there should have been rela- 
tively few problems in agreeing on the new 
government’s policies. Yet wrangles over 
coalition agreements are proving fractious: 
Habayit Hayehudi is demanding more 
ministers than its parliamentary size war- 
rants, and Avigdor Lieberman, leader of 
the much-reduced Yisrael Beiteinu, insists 
on remaining foreign minister. Likud insid- 
ers are predicting that Mr Netanyahu will 
be happy to leave Mr Lieberman, his for- 
mer chief of staff, in opposition. That 
would mean forming a coalition with only 
61 MKs, the tiniest of majorities. Such an 
outcome would give every backbencher 
inordinate power over the prime minister 
and signal a coalition with a short lifespan, 
even by the standards of Israeli politics. 

Mr Netanyahu would much prefer to in- 
vite Labour into government. Not only 
would that broaden his new administra- 
tion’s parliamentary base, it would also al- 
low him to appoint the Labour leader, Yitz- 
hak Herzog, as the new foreign minister, to 
project a moderate face to an increasingly 
hostile world. But Mr Netanyahu’s cam- 
paign offended many on the left-he re- 
canted on his commitment to the estab- 
lishment of a Palestinian state and 
scaremongered over the votes of Arab citi- 
zens. He also promised not to form a co- 
alition with Labour, since there was “an 
ideological chasm” between it and Likud. 

Mr Herzog has, since the election, re- 
peatedly said that Labour is heading for 
opposition, though he has not categorical- 
ly ruled out a coalition. On Saturday he 
created yet another loophole by saying, 
“We will not sit in this right-wing govern- 
ment.” But of course, everyone knows 
there are other potential governments. ■ 



The Gaza Strip 

As bleak as ever 



GAZA 

Nine months after the latest war, recovery is a distant prospect 



N ot one of the 19,000 homes in Gaza 
destroyed during last summer’s war 
with Israel has been rebuilt. Six months 
after would-be donors pledged to raise 
$3.5 billion, the situation is bleak. Barely a 
quarter of the promised cash has arrived 
(see chart). Around 100,000 of Gaza’s 
1.8m people remain homeless after fam- 
ilies spent a rainy winter in tents, trailers 
and amid the rubble. 

The main reason is that Israel’s gov- 
ernment lets Gazans import only a frac- 
tion of the cement they need, arguing 
that it can be used for military purposes- 
and for building tunnels. So what little 
Gazans get is on the black market. “It’s 
like cement is a radioactive material,” 
says Naji Yusuf Sarhan, Gaza’s deputy 
minister of housing. 

The UN is supervising the flow of 
material. Just one tightly controlled cross- 
ing from Israel into Gaza allows commer- 
cial goods. Only a tenth of the 5m tonnes 
of materials required has so far been let 
in, says the un. At this rate, it would take 
20 years to rebuild the territory, says Mr 
Sarhan. To buy on the black market you 
need a lot of cash. Most Gazans are poor. 
Half have no job. 

Omar Fayyad worries that his four- 
storey house in Beit Hanoun, a town on 
the northern edge of the strip, may col- 
lapse and bury his family. An Israeli shell 
landed next door, so the columns sup- 
porting it are buckling. “We’ve received 
nothing: no money, no materials, no 
cement, no iron, nothing,” he says. He 
has rigged up a pulley system to clear the 
debris, moving slabs of concrete and 
twisted metal into a sewage-filled pit 
nearby, hoping to sell the material. 

Israel has blockaded Gaza since 2007, 
when Hamas, the Palestinians’ Islamist 
movement, took over after winning an 
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election and violently forcing out its rival, 
the nationalist Fatah group. More recent- 
ly Egypt’s government, which in 2013 
ousted a short-lived Islamist one at home 
that was friendly to Hamas, has imposed 
even tighter restrictions. This year the 
main crossing between Gaza and Egypt, 
at Rafah, has been open for just five days. 

Robert Serry, the UN’s outgoing envoy 
to the Palestinian territories, has pro- 
posed a five-year truce to provide for 
Israel’s siege to be lifted if Hamas dis- 
avows violence. Not everyone likes the 
idea. “It’s like morphine to pacify the 
people,” says Khaled al-Batsh of Islamic 
Jihad, which is even more militant than 
Hamas. But a senior Hamas man says Mr 
Serry’s idea is being considered. Three 
wars in six years have not helped Hamas, 
except by showing Israelis that Hamas 
cannot be wished away. 

If a truce were to hold, Hamas would 
first have to settle its differences with 
Fatah. The two groups agreed on a unity 
government last April, but it never really 
got going. Hamas still controls security 
forces in Gaza, whereas the Palestinian 
Authority, which is dominated by Fatah 
and administers the West Bank, the 
bigger part of a would-be Palestinian 
state, refuses to pay salaries for civil 
servants in Gaza. Rami Hamdallah, the 
Palestinian prime minister, has made 
only three brief trips there since June, 
accomplishing little. 

A recent downpour flooded Gaza’s 
roads and makeshift shelters. TVaders in 
the market in Shati, a crowded waterfront 
refugee camp, idle over cups of tea. Cus- 
tomers are few. Many shopkeepers earn 
too little to pay the rent. To provide food 
for a family is a big achievement, says 
Abu Rizzaq, a baker. “It’s all we can hope 
for. There is no future.” 
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France and labour-market reforms 

Francois Hollande’s Rhine journey 



PARIS 

The French president tries belatedly to catch up with other more competitive 
countries. But his efforts may amount to too little, too late 



I N NOVEMBER 2003, France and Ger- 
many teamed up to bust the euro’s stabil- 
ity-pact rules for budget deficits that they 
had agreed to six years earlier. For three 
years neither Jacques Chirac of France nor 
Gerhard Schroder of Germany respected 
the deficit cap of 3% of gdp. Neither suf- 
fered sanctions. But Germany used its fis- 
cal space to become more competitive and 
loosen its labour market. France, which 
had just introduced the 35-hour working 
week, mainly made matters worse. 

Now, under Francois Hollande, France 
is once more breaching the deficit rules 
and has, yet again, been given more time to 
bring its deficit below 3%. The unwritten 
deal is that this time it will make a proper 
stab at reform, especially of its labour mar- 
ket. France’s labour code, a fat red doorstop 
of a book, runs to 3,809 pages, 45% longer 
than ten years ago. The collective-bargain- 
ing agreement for hairdressers alone cov- 
ers 196 pages. “The key challenge’’, con- 
cludes a recent survey of France by the 
OECD, a Paris-based think-tank, “is to re- 
form the labour market to promote job 
growth.’’ Yetis this likely? 

The contrasting record on jobs across 
the Rhine is compelling. In 2001 unem- 
ployment in France and Germany was 
comparable, at just under 8%. Today it is be- 
low 5% in Germany, but overio% in France. 
Although France and Germany have simi- 
larly high productivity per hour worked. 



the French start work later and stop earlier. 
Too many French youngsters leave school 
with no qualifications and drift for years 
on the fringes. The share of young people 
not in education, employment or training 
is 19% in France, almost twice that in Ger- 
many. In 2003 the overall employment rate 
in the two countries was similar; today it is 
74% in Germany but only 64% in France. 
Among 55- to 64-year-olds only 47% of the 
French toil away, next to 66% of Germans 
(see chartsiand, on next page, 2). 

Put simply, Mr Schroder, a Social Demo- 
crat, made the political choice to get people 
into jobs, even if only part-time and low- 
paid, rather than leave them on the dole. 

I Better up north D 
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His controversial Agenda 2010 measures, 
including the Hartz labour reforms, may 
even have cost him the chancellorship in 
2005. They shortened the maximum per- 
iod for receiving unemployment benefit, 
made it harder to refuse job offers and let 
small firms shed staff more easily. Com- 
bined with wage-moderation deals be- 
tween unions and employers, the out- 
come was an injection of flexibility that 
eased low-wage service-sector job cre- 
ation, lifted employment and limited job 
losses during the 2008-09 financial crisis. 

On both the French left and right, by 
contrast, political leaders implicitly accept- 
ed high unemployment as a price for giv- 
ing those in work more security and higher 
wages. This has created a dual labour mar- 
ket of insiders and outsiders (see next 
story). Employers are deterred from creat- 
ing permanent jobs by the uncertainty and 
costs of shedding them if they have to. So 
they hire only on short-term contracts, re- 
inforcing precisely the insecurity that the 
system of job protection was meant to 
avoid. Over 80% of new hires in France are 
on contracts of three months or less. 

Under Manuel Vails, the reformist 
prime minister, and Emmanuel Macron, 
his economy minister, Mr Hollande’s gov- 
ernment has shifted its stance. There is less 
talk of subsidised job-creation or raising 
the already high minimum wage, and 
more of market incentives. Three years of 
near-zero growth and worries that unem- 
ployment may not drop before the 2017 
election have concentrated minds. French 
employers, Mr Vails has said, are “fright- 
ened of hiring” because of labour-market 
rigidities. On April 19th Mr Hollande said 
he would make labour courts judge con- 
tested redundancies within six months; to- 
day’s average is 25 months. 

How far is the government ready to go ►► 
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► on labour reform? Unlike Mr Schroder 
with Agenda 2010, it is doing lots of small 
things that make it hard to judge the whole. 
Mindful of hostility from unions and its 
own party rebels, the government has de- 
cided not to go for one big eye-catching la- 
bour-market reform. “We’re doing the op- 
posite to Renzi,” says one adviser, referring 
to Italy’s prime minister, Matteo Renzi, 
who has made a splash with a single, more 
flexible short-term contract. French re- 
forms are parcelled out between Mr Mac- 
ron, who is already pushing through a law 
to liberalise product markets, and Francois 
Rebsamen, the labour minister. Some 
planned reforms are being left to talks be- 
tween employers and unions, even 
though only 8% of private-sector workers 
belong to one. 

The French ragbag includes a bill, un- 
veiled by Mr Rebsamen on April 22nd, to 
simplify works councils. This will not 
abolish “threshold effects”, which deter 
firms from employing more than 49 staff, 
when rules obliging them to set up sepa- 
rate works councils and health-and-safety 
councils kick in. But it should reduce the 
burden, in some cases by blending the two 
councils into one. The bill will also merge 
two back-to-work benefits to encourage (if 
not force) the unemployed to work. 

The government plans to loosen rules 
passed in 2013 that allow firms in “serious 
economic difficulty” to renegotiate work- 
ing hours and pay in return for protecting 
jobs. Only nine firms (including Renault) 
have used this. Unions and employers will 
also discuss ways to make it easier for 
small firms to hire; they may loosen rules 
on short-term contracts or strengthen firm- 
level bargaining. And they must trim the 
€4 billion ($4.3 billion) deficit in the unem- 
ployment-insurance fund. This could 
mean reducing the maximum period for 
which benefit is paid (now three years for 
over-55s), or reducing payouts (now 
capped at €6,000 a month). These mea- 
sures come on top of a cut in social charges 
of as much as 8%, taking a slice off France’s 
notoriously high tax wedge on employ- 



ment (see chart 3). 

Mr Macron claims that all this adds up 
to “60% of what Schroder did on the la- 
bour market, and [referring to his product 
law] more than the Germans did on liber- 
alising goods-and-services markets.” He 
does not seem cowed by the bruising expe- 
rience in February of having to force his 
law through parliament by decree, for 
want of a guaranteed majority. Indeed, if 
need be, the government could do the 
same again in July. It claims that its reforms 
could create 800,000-900,000 extra jobs 
and add a cumulative four points to gdp 
over five years. 

It all sounds good. But the twin difficul- 
ties ahead are muddle and politics. In a re- 
cent report comparing France and Ger- 
many, Jean Pisani-Ferry, head of the 
government’s economic-planning unit, 
and Henrik Enderlein, a German econo- 
mist, pointed to the shortcomings of 
French piecemeal reform. “Partial reforms 
often fail to provide enough clarity to eco- 
nomic agents,” they wrote, adding that “ex- 
ternal perception of French priorities and 
directions remains blurred at best”. 

The best guess is that these reforms are 
useful steps, but nowhere near as much as 
France needs to prompt a lot more private- 
sector permanent jobs. “France could per- 
haps level the playing-field with Spain, or 
even Italy, but certainly not with Germany, 
where liberalisation has gone through the 
roof,” says Ludovic Subran, the chief econ- 
omist at Euler Hermes, a credit insurer. The 
high level of the minimum age is seen as a 
taboo, even for the young. Jean Tirole, a 
Nobel prize-winning economist at the Tou- 
louse School of Economics, says that “at 
some point, you have to confront the dual- 
ity of the labour market and the excessive 
role of judges in severance procedures.” 

But this may be the best that can be 
hoped for, given the political constraints. 
Mr Hollande campaigned on a promise to 
squeeze the rich and the banks, not to curb 
unemployment benefits or reduce job pro- 
tection. Mr Vails, who has in the past called 
for such things, took under 6% of the vote 
when he ran in the Socialists’ presidential 
primary in 2011. France is never far from an- 
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other election. Regional polls now beckon 
in December, and after that the pre-presi- 
dential season will begin. So the space for 
taking political risks is dauntingly narrow. 

Yet, if many Socialists are sceptical, the 
public seems less so. Less than 5% of voters 
support the Communist Party, the main 
backer of France’s biggest union. After re- 
sorting to his decree, Mr Macron rose in 
popularity. Mr Hollande may not win 
friends on the left by letting his govern- 
ment push labour-market reform. But he 
has little chance of seeing a revived jobs 
market before 2017 if it fails. ■ 



Labour reforms in Europe 

Doing better 
slowly 



Other European countries have moved 
faster than France on labour reform 

ALL countries that are in the euro need 
/^flexible labour markets, because they 
cannot devalue their currencies if they be- 
come uncompetitive. Instead they must 
pursue the stonier path of “internal deval- 
uation” by lowering labour costs. How 
does France compare with fellow euro 
members and other advanced economies? 

In countries where labour markets are 
flexible, workers find jobs more easily be- 
cause, if need be, employers can shed staff. 
By contrast, countries with inflexible la- 
bour markets can find their workforce split 
between insiders on permanent contracts 
and outsiders on fixed-term ones. The in- 
sulation of insiders allows them to defend 
their wages and working hours in hard 
times, pushing any necessary adjustments 
on to temporary workers. And high taxes 
on employment inevitably tend to reduce 
its level: France’s huge “tax wedge”, arising 
from extraordinarily high employer social- 
security contributions, is a strong disincen- 
tive to new hiring. 

An OECD gauge of job protection finds 
France above the average at the start of 
2013. That position is unlikely to have 
changed much since then, because subse- 
quent reforms have been modest. France’s 
inflexible labour market explains why so 
few new hires are for permanent positions, 
and may also account for an exodus of 
young people across the Channel and into 
Britain’s more flexible labour market. 

The OECD index also shows that France 
did little to loosen its overly strict job regu- 
lations between 2003 and 2013. By con- 
trast, southern European countries have 
done a lot more in response to the euro cri- 
sis. Portugal has done the most, though its 
labour-market rules were so constrictive 
that it remains among the most rigid. 
Spain, where the labour market has long ►► 
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► been notoriously blocked, introduced a re- 
form in 2012 that made life less cosy for per- 
manent staff by giving firms more leeway 
to get rid of workers on economic grounds 
and reducing severance pay. 

Although the index (see chart) is a use- 
ful guide, it has limitations. In Italy it under- 
states the full cost of firing workers, which 
arises from long legal delays and the fact 
that reinstatement is the main sanction for 
unlawful dismissal. Reforms under Mario 
Monti in 2012 to tackle the block on getting 
rid of workers were half-hearted. Although 
Matteo Renzi, the current prime minister, 
has scrapped the obligation to reinstate 
staff, the reform leaves public-sector work- 
ers untouched and applies only to new 
private-sector contracts, leaving intact the 
protection of existing staff. 

Flexibility elsewhere matters too. De- 
spite Germany’s high score for job protec- 
tion, its labour market functions better be- 
cause its arrangements for collective 
bargaining have proved surprisingly 
adaptable, allowing many firms to strike 
deals with their workforces. Until this year 
there was no minimum wage, and the 
Hartz reforms of 2003-05 made it easier to 
hire young people and part-timers on low- 
er wages. Spanish firms may opt out of col- 
lective agreements, thanks to the 2012 re- 
form. By contrast French firms are more 
bound by the high minimum wage set by 
the government, which creates a floor, and 
by agreements between employer groups 
and unions, even though these represent 
only a small number of workers. 

Product-market regulations that im- 
pede competition also protect insiders. On 
an index for these rigidities France scores 
uncomfortably high, reflecting the fact that 
it has made less progress in dismantling re- 
strictions even than hard-hit countries in 
southern Europe. That is why the reforms 
being pushed through by Emmanuel Mac- 
ron, the economy minister, ought to boost 
employment. Just as streamlining heavy- 
handed Judicial processes that snag the la- 
bour market also should. ■ 
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Finland's election 

The Finns’ 
moment 

HELSINKI 

The new Finnish government will 
impose austerity at home and abroad 

I N 20U Finland broke a long habit and 
held an interesting election. The True 
Finns, a Eurosceptic party led by Timo 
Soini, a portly rabble-rouser with a fond- 
ness for Millwall, a minor London football 
team, came from nowhere to win 19% of 
the vote, shaking up Finland’s cosy politi- 
cal consensus and alerting Europe to a new 
generation of populist parties. 

When Mr Soini withdrew from co- 
alition talks over euro-zone policy, says an 
observer, he had “tears in his eyes’’. But 
after four years in the wilderness he is see- 
ing straight. On April 19th his party, now 
The Finns, came second in the Finnish elec- 
tion, taking 38 of the 200 seats in parlia- 
ment. That is one fewer than last time, but 
Mr Soini may well Join a coalition govern- 
ment led by Juha Sipila (pictured above), 
whose Centre Party took 49 seats. 

That may seem odd. Greece is again in 
trouble. If its cash-strapped government 
survives until the end of June, it may need 
a third bail-out. The mood in Finland has 
not softened. Yet Mr Soini apparently has. 
Although he says Greece should be kicked 
out of the single currency, his zest for pow- 
er seems stronger than his distaste for euro- 
zone rescues. Another bail-out will be a 
tough sell for the new parliament, but may 
no longer be a red line for Mr Soini. That 
says much for the moderating effects of the 
prospect of power. 

In any case Greece did not dominate 
this election campaign in the way Portugal 
did in 20U. Mr Sipila, a telecoms million- 
aire and revivalist Lutheran who entered 
parliament four years ago, is focused on re- 
viving Finland’s moribund economy, only 



Just emerging from a three-year slump. He 
promises to bump growth up to 2% by 2019 
and create 80,000 Jobs, without explain- 
ing how. One essential must be restored la- 
bour competitiveness. Finnish wages were 
growing at positively Mediterranean lev- 
els, far outstripping those in Germany or 
Sweden, the countries to which Finland 
likes to compare itself. Another should be 
to increase immigration to boost the work- 
force, but that will trouble Mr Soini. 

Should he J oin up with the Finns, Mr Si- 
pila must also pick one of the other two big 
parties to secure a majority. His choice will 
shape the pace and composition of the fis- 
cal austerity that lies ahead. A coalition 
with the Social Democrats may lead to 
slower consolidation than one with the 
centre-right National Coalition. But the in- 
fluence will be marginal: all mainstream 
parties share an aversion to fiscal laxity. 

More interesting will be Mr Sipila’s 
choice of finance minister. That post is typi- 
cally awarded to the second-placed party, 
but Mr Soini, who is widely praised for his 
running of the parliamentary foreign-af- 
fairs committee in the past four years, 
looks a better fit for foreign minister. Alex 
Stubb, the outgoing prime minister from 
National Coalition, is one possibility. An- 
other is the Centre Party’s Olli Rehn, who 
became the face of euro-zone austerity in 
his stint as Europe’s economics commis- 
sioner. These details will be worked out 
over the next month; Mr Sipila promises a 
government by mid-May. For Finland, such 
talks may seem reassuringly normal. ■ 



Germany's finance minister 

Firm elder 
statesman 

BERLIN 

Wolfgang Schauble is Germany’s 
eminence grise and hard man on Greece 

A GED 72 and confined to a wheelchair 
/Xsince an assassination attempt 25 
years ago, Wolfgang Schauble, Germany’s 
finance minister, has the political energy of 
a younger man. In Washington this month 
for the IMF/World Bank meetings, he 
rushed from one podium to another. 
Everywhere the question was whether 
Greece will have to leave the euro. That is 
not up to him but to Athens, he notes, with 
a well-rehearsed shrug. But the omens are 
not good, he reckons, because the new far- 
left Greek government refuses to commit 
to the reforms previously promised in re- 
turn for bail-outs. Nobody wants “Grexit”, 
he says. But if it comes, so be it. 

Since late 2009 he has managed the 
euro crisis alongside his boss, Chancellor 
Angela Merkel. Mr Schauble, who is impa- 
tient of foreign criticism, is convinced that ►► 
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► his prescribed medicine for crisis coun- 
tries-structural reforms and fiscal auster- 
ity-is working. Everywhere, that is, except 
in Greece since January, when Alexis Tsi- 
pras took over as prime minister and Yanis 
Varoufakis as finance minister (see box). 
Mr Schauble seems at his wits’ end with 
the Greek duo, feeling they have been eva- 
sive and manipulative in negotiations. A 
more delicate line was crossed when the 
newspaper of Mr Tsipras’s party depicted 
Mr Schauble as a Nazi threatening, in 
Greek, to “make soap out of your fat”. 

His image as the embodiment of tough- 
ness towards a fellow member of the Euro- 
pean Union is in some ways surprising. In 
Germany he has always been seen as one 
of the old (West) German guard of Euro- 
pean federalists, prepared to cede German 
sovereignty for deeper integration. For his 
pro-European efforts he even won the eu’s 
Charlemagne Prize in 2012. He often talks 
of his post-war childhood years in the 
Black Forest, then occupied by the French. 
The family took a French soldier into its 
home, and he formed his first Franco-Ger- 
man friendship. 

Trained as a tax lawyer, he entered par- 
liament as a centre-right Christian Demo- 
crat in 1972. That makes him the Bundes- 
tag’s longest-serving member. In the 1980s 
he became chief of staff to Chancellor Hel- 
mut Kohl. In 1990, as interior minister, it 
was he who negotiated the treaty of Ger- 
man unification, the zenith of his career. 
Only nine days after unification, an insane 
man shot him in the face and spine at a 
campaign event. He was paralysed from 
the waist down. But the tragedy brought 
out his grit. Within three months he was 
back at work. 

The next year he gave what many con- 
sider the speech of his life, an emotional 
plea to the Bundestag to move the capital 
from Bonn to Berlin. He became his party’s 



whip in parliament. As such he stayed res- 
olutely loyal to Mr Kohl, on the under- 
standing that he was heir-apparent and 
would be the party’s next candidate for 
chancellor. But Mr Kohl refused to step 
down and then lost the 1998 election. 
When Mr Schauble at last became party 
leader, a scandal broke over anonymous 
political donations. Mr Kohl refused to 
clear things up, leaving Mr Schauble high 
and dry. Another Christian Democrat, An- 
gela Merkel, then working for Mr Schauble 
as party general secretary, chose this mo- 
ment to strike. Announcing her coup in a 
newspaper article, she ousted Mr Schauble 
and became party leader in 2000. 

For years their relationship was frosty, 
especially after Mrs Merkel crossed him a 
second time in 2004, when she failed to 
back his candidacy for president. But when 
Mrs Merkel became chancellor in 2005, 
she brought Mr Schauble into her cabinet. 
As the euro fell ill, so did he, after complica- 
tions from new medicines forced him in 
2010 to be driven from a Brussels summit 
to hospital. Repeatedly bedridden, he of- 
fered his resignation. Mrs Merkel did not 
accept it. The pair had developed their 
own kind of mutual trust. 

In his characteristic south-western dia- 
lect, where every “s” becomes “sh”, Mr 
Schauble has always spoken plain truth. “A 
cripple as chancellor? One must ask this 
question,” he said in 1997. Today he watch- 
es Germany’s purse and has become the 
first finance minister since 1969 to balance 
the federal budget. And he wants the 
Greeks also to obey the rules. Any addi- 
tional money to Greece would have to pass 
the Bundestag, where scepticism runs high 
among Mr Schauble’s own Christian 
Democrats. Without his nod of approval, 
there will be no deal. As one Christian 
Democrat in parliament puts it: “Schauble, 
not Merkel, is our weather-vane.” ■ 




Not that way, Yanis, suggests Wolfgang (left) 



Greece's finance minister 

Absent professor 

ATHENS 

The immovable Yanis Varoufakis 

ALMOST every recent Greek finance 
/^.minister has been an Athens univer- 
sity economics professor moonlighting 
as a politician. Yanis Varoufakis is no 
exception. But unlike his predecessors, 
Mr Varoufakis has become a global 
celebrity, to the annoyance of many in 
Syriza, the leftist party in power. To his 
critics, Mr Varoufakis’s lifestyle-riding a 
powerful motorbike, spending evenings 
in chic bars and weekends at a smart 
island villa belonging to his wife— is 
embarrassingly close to that of the rich 
Greeks he castigates for avoiding taxes 
by stashing cash abroad. 

The leather-jacketed Mr Varoufakis is 
not much liked by his euro-zone col- 
leagues either. He lectures them and 
shows little interest in the details of 
reforms demanded by Greece’s creditors. 
The pace of negotiations has picked up 
as Greece’s cash crunch gets more acute. 
But Mr Varoufakis continues to raise 
obstacles, say officials in Brussels and 
Frankfurt. He is deeply reluctant to cross 
any of Syriza’s “red lines”: no more cuts 
in pensions, no more labour reforms, no 
increases in value-added tax and no 
privatisations beyond the handful that 
are already under way. 

Divisions within Syriza’s economic 
team do not help. Amazingly, Mr Varou- 
fakis is often away on the international 
conference circuit. In his absence Yannis 
Dragasakis, the deputy prime minister, 
who is close to Mr Tsipras but not to Mr 
Varoufakis, takes over. His messages to 
the “institutions”, as the imp, European 
Central Bank and European Commis- 
sion are now known (in place of the 
hated “troika”), are more conciliatory 
than those of Mr Varoufakis. But their 
senior officials are still banned by Mr 
Varoufakis from holding discussions in 
the finance ministry in Athens. 

Greece is unlikely to reach a deal this 
month with its creditors. Mr Varoufakis 
is trying to buy more time. The latest 
wheeze was to get local authorities and 
other public agencies to transfer their 
cash reserves to the central bank. But 
without a deal, Greece seems certain to 
run out of money to repay its debts to the 
IMF and ECB. Some fret that Mr Varoufa- 
kis’s half-hearted negotiating tactics 
show a lack of commitment to keeping 
Greece in the euro. As a fellow econom- 
ics professor puts it: “Unlike his prede- 
cessors, Yanis isn’t interested in manag- 
ing the economy. What he really enjoys 
is brinkmanship.” 
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Charlemagne | British cooks, European soup 



The general election on May ?th could decide Britain’s place in Europe 




A JUMBLE of parties spanning a riotous spectrum of ideology 
from romantic nationalism to social democracy to parochial 
populism, thrown into the mix of an unpredictable campaign 
and none able to win a majority: Britain’s general election on 
May 7th has a distinctly European flavour. That will be even truer 
after the vote, as the parties scratch together a government. What- 
ever programme emerges may deviate considerably from all the 
campaign promises. “Britain has lurched from a paragon of sta- 
bility to something beyond Belgium,” says one Eurocrat. 

It is ironic that Britain should learn the vagaries of continental- 
style politics just as it appears to be drifting towards exit from the 
European Union. Despite this, Europe seems curiously uninter- 
ested in Britain’s election. In France and Germany elections can 
bring eu business to a grinding halt. But now, consumed by crises 
from Greece to Russia to migration, the eu is paying little heed to 
the quirks of a grumpy island in its north-west. Election coverage 
in France and Germany has been muted. 

That is a pity, for this election may have a decisive influence on 
Britain’s position in Europe. Should he manage to win a second 
term as prime minister, David Cameron says he will renegotiate 
Britain’s relationship with the eu and put the results to an in/out 
referendum before the end of 2017. By the next election, in 2020, 
Britain could, conceivably, be out of the club, on terms nobody 
can predict. And that makes other Conservative pledges hollow. 

Mr Cameron, who once suggested that voters were tired of the 
Tories “banging on about Europe”, has not pushed hard to make 
the EU an election issue. (His main opponent. Labour’s Ed Mili- 
band, has also seen little advantage in drawing attention to his 
party’s “no-referendum” pledge.) But if he wins, Mr Cameron 
must move fast. Britain’s fellow members will expect him to pre- 
sent his proposals for reform, which have so far remained largely 
opaque, to an eu summit on June 25th. 

Behind the scenes, officials are working furiously to shape 
both the substance of those demands, from restrictions on mi- 
grant benefits to a bigger role for national parliaments, and the 
form in which they can be secured. Because a full rewrite and rat- 
ification of the EU treaties is impossible before Mr Cameron’s 
deadline, the Conservatives’ finest minds are debating clever al- 
ternatives. In parts of Westminster, the air is thick with talk of 



“Danish” or “Irish” options (both countries held eu referendums 
on the basis of treaty changes promised but not yet ratified). 

Can it work? Britain’s hand is reasonably strong, for few of its 
fellow members want it to leave. A “Brexit” would remove one of 
the Eu’s most dynamic economies and, besides France, the only 
country with global ambitions. True believers would lament a 
grievous blow to their European dream. Smaller countries that 
find Britain a useful bulwark against the tide of integration would 
feel exposed. Some also fret that Brexit could embolden their do- 
mestic Eurosceptic insurgencies. Italy would miss a counter- 
weight to Franco-German hegemony. And so on. 

This cluster of concerns is fuelling a British belief, in the words 
of one worried official, “that everything will be all right on the 
night”. But Mr Cameron must tread carefully. Countries like 
France see an eu with a strong single market and competition 
rules, enlargement to the east and a string of special British opt- 
outs, and wonder why Mr Cameron cannot understand that he 
has already won. Officials from Germany and elsewhere also 
warn against opening the Pandora’s box of treaty change, as other 
countries pile in with their own demands. 

Some of this is posturing, just as Mr Cameron must say he 
might campaign for Brexit if the talks don’t go his way (he almost 
certainly would not). But rather as Greek grandstanding has 
raised the risks of Grexit from the euro, so Britain’s missteps have 
run its reservoir of goodwill dry. Mr Cameron, notorious for his 
transactional approach in a club that values long-term relation- 
ships, cuts a lonely figure these days. Some have not forgiven his 
decision to pull the Tories out of the centre-right European Peo- 
ple’s Party grouping. Britain’s slow drift from the mainstream 
may also have reduced the potential pain for others from Brexit. 
“We’ll do what we can to keep the Brits in,” says a diplomat from 
another big country, “but to very precise limits.” 

Vote Miliband, get Brexit? 

So much for Mr Cameron. What of the man who would replace 
him? Most of Britain’s European friends think its place in the eu 
would be safe under Mr Miliband, even if they have no idea who 
he is. But it has become fashionable in London to suggest the op- 
posite. The argument is that, if Labour wins, the Tories, bruised 
but freed from government, might choose a hardline leader who 
takes a sharply Eurosceptic turn and may even fight for Brexit in 
2020. A weak and divided Labour government, propped up by 
Scottish nationalists who know that their best hope of indepen- 
dence is if the rest of Britain leaves the eu but Scots prefer to stay, 
might also be unable to resist pressure for an eu referendum. 

Should Mr Cameron stay, on the other hand, he will have ev- 
ery interest in talking up the eu and Britain’s achievements in re- 
shaping it (even if the odd phoney battle must be staged to prove 
his mettle). He will re-engage with Europe, fighting for such prior- 
ities as a transatlantic trade deal. If you want Britain to stay in the 
eu, in short, pray for a Tory victory on May 7th. 

Perhaps. But such crystalline predictions could be a relic of old 
thinking in Britain, when overall majorities were won, manifes- 
tos became government programmes and politics was a game of 
push-me-pull-you between the two main parties. Today’s politi- 
cal marketplace is messier, its outcomes harder to forecast. Many 
other European countries have made their peace with this sort of 
politics. Britain will have to do the same. ■ 
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An interview with David Cameron 



A lucky leader in an unlucky time 



The Conservative prime minister is in the fight of his life. Time to put his shoulder to 
the wheel, if he can 



N O ONE should doubt that David Cam- 
eron is trying to win this election. 
When your correspondent joined the Con- 
servative prime minister on the 8.40am 
from Euston, bound for Crewe, he had al- 
ready been hard at it for three hours, clear- 
ing his Downing Street desk ahead of a fur- 
ther 12-hour, five-constituency, five-speech 
day. But, strangely, many do doubt that. 

“I find it very frustrating,” says Mr Cam- 
eron, sounding not terribly frustrated, as 
the rambling green hedges of southern 
England flash by, “because I wouldn’t do 
this job if I wasn’t passionate about what I 
want to do. I think sometimes people 
maybe see me as a bit, I don’t know, too 
laid-back. But it’s not what I feel, it’s not 
what I’m like.” 

Nothing doing. Whatever fire rages in 
Mr Cameron’s breast, the calm efficiency 
that allows him to polish off a dozen tough 
decisions before breakfast comes across, in 
one so well-heeled, as a slightly alienating 
insouciance. The polish of the archetypal 
career politician— Mr Cameron was brief- 
ing ministers in his early 20s— makes this 
more pronounced. This is why the man 
who is consistently rated Britain’s best 
leader is more appreciated than he is 
loved, less than three weeks before the 
election that may curtail his career at 48. 

Sympathisers says he is unlucky (per- 
haps with half a smile, for the word fits 
oddly with this silver-spoon-fed politi- 
cian). Elected to lead his party in 2005 on a 



promise to modernise it, he made a half- 
decent start, by bringing gay rights, the en- 
vironment and a more emotional tone to 
the Tory agenda. Then the financial tem- 
pest struck, leaving Britain with a double- 
digit budget deficit, diminished interest in 
Mr Cameron’s pet causes and much fear. 
Under the steerage of his close ally, the 
chancellor George Osborne-who is quiet- 
ly doing his papers in an adjacent seat-his 
coalition government’s spending cuts and 
pro-business rhetoric, combined with ul- 
tra-loose monetary policy and labour 
laws, have done much to right this, produc- 
ing decent growth and 2m new jobs. But 
this has not made Mr Cameron loved ei- 
ther. “To make a £120 billion fiscal adjust- 
ment and have people leaping over them- 
selves with joy is not easy,” he says. 

More money, more problems 
Hence the Tories’ problem in this election. 
Their strong suit is an economic record that 
looks stronger to outsiders than it feels to 
most Britons. Left-wing opportunists such 
as the Scottish National Party (snp), which 
launched a spendthrift manifesto on the 
day of Mr Cameron’s northern tour, blame 
this on the cuts. A far bigger problem is Brit- 
ain’s low productivity, which in turn is re- 
flected in pathetic wage growth-without 
which, as Mr Cameron comes close to ac- 
knowledging, the jobs growth might not in 
fact have happened: “It’s been a recovery 
felt in jobs rather than in increases in 



pay...I’d rather have the employment mir- 
acle and then work on the productivity 
gains rather than the other way around.” 
This has left the Tories straddling a fine line 
between celebrating the recovery and cau- 
tioning against doing so, lest the public 
conclude there is no need for further aus- 
terity. Opinion polls suggest they are strug- 
gling to do so. 

And indeed, if voters do not know 
whether to laugh or cry, Mr Osborne has 
not made it easy for them, having prom- 
ised further cuts in spending-including £12 
billion ($18 billion) from welfare— and also 
to taxes. More important, as a guide to how 
the government would drive the needed 
productivity gains, the Tory manifesto- 
best known for a headline-grabbing 
pledge to sell off more of the social-hous- 
ing stock at low prices-is underwhelming. 

Mr Cameron naturally denies that. 
“Look at what we’re doing to help encour- 
age business to invest,” he says, pointing to 
low rates of corporation tax and regional 
growth programmes that are supposed to 
rebalance the economy-and to some evi- 
dence of success, including large quantities 
of inward investment. These are com- 
mendable things; but they are not a clinch- 
ing recipe for the aggressive surge in pro- 
ductivity, exports, wages and regional 
rebalancing Britain needs. This is the more 
acute context, a suggestion that the Tories 
are not raising their game to address the 
British economy’s emerging weaknesses, 
in which Mr Cameron’s native blitheness 
may be starting to grate. 

Later in the day, a group of oil-stained 
workers, wearing high-visibility orange 
jackets and impassive expressions, watch 
as Mr Cameron gives his main stump 
speech-entitled “Rebalancing our econ- 
omy”-in a railway-carriage maintenance 
workshop in Crewe. It is his usual flawless 
display: Mr Cameron is a studied but ac- ►► 
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► complished orator. But they do not ap- 
plaud. “I’ve had one pay rise in six years,” 
says Eric, a carriage painter. “I’m not voting 
for him.” 

Mr Cameron, as was also apparent on 
the train, was anyway as interested in tak- 
ing down his main rivals as in talking up 
the economy. The choice between the To- 
ries and Ed Miliband’s Labour Party has 
been “turbocharged” by the Scottish Na- 
tional Party’s surge, he says, which has 
probably left Labour needing its support to 
form a government. Mr Cameron divines a 
“deeply chilling” prospect of the separat- 
ists holding that government to ransom. “If 
this were to happen the resentment that 
would be built up would put an amazing 
strain on our United Kingdom,” he says. 
“As a passionate unionist that really wor- 
ries me.” Yet hasn’t the nationalist surge 
also thrown him a political lifeline? “I’m 
not responsible for Labour’s wipeout in 
Scotland,” he answers. 

A troubled second term 
Even before that looked inevitable, Mr Mi- 
liband’s anti-business rhetoric drove busi- 
ness folk to the Tories in droves— an en- 
dorsement letter from over a hundred 
bosses “gave that some welly”, Mr Camer- 
on says with satisfaction. Was this wholly 
deserved, given the uncertainty he has 
created by promising a referendum on a re- 
formed British membership of the Euro- 
pean Union by 2017? A rare look of irrita- 
tion crosses the prime minister’s face, 
which he deflects into a glance out of the 
window. “I made the promise two years 
ago, and since then the levels of inward in- 
vestment into the uk have been huge”. 

But the promise of eu reform remains 
incoherent, resting on a claim from Mr 
Cameron that the eu’s rules can be rewrit- 
ten to his demand, which almost no expert 
shares. “Well look,” he says to the passing 
hedgerows, “I’m working on the advice I 
have, which is for instance, the changes to 
welfare...! am advised that requires treaty 
change.” Clever and pragmatic, he per- 
fectly well knows the flaws in his plan— he 
just reckons it will turn out all right, be- 
cause things generally have for him. 

But is he truly lucky, in his gifts and priv- 
ileges, or, is he not, because of the dire cir- 
cumstances in which he governs? The next 
two weeks could yet deliver a verdict he 
wants, but, to be sure of that, this able but 
unsatisfying prime minister had better 
start acting as if he seriously desires it. Has 
he got the gears? “Oh yes. I’ve got loads 
more gears,” he chuckles, with perfect tim- 
ing, and little mirth. ■ 



AfuU transcript of our interview with 
David Cameron and a separate video 
appear on our online election hub, along 
with regularly updated analysis. See: 
www.economist.com/UKelection2015 



Ulster unionism 

Another false 
dawn 

BELFAST 

The Democratic Unionist Party could be 
a big player next month 

ATOP a hill in Stormont, the Northern 
/xireland Assembly building is one of 
the last architectural statements of British 
power. Vast, classical and symbolically 
rich— its six floors and six entrance pillars 
stand for Northern Ireland’s six coun- 
ties— it was built in the 1920s to serve the 
newly partitioned province and proclaim 
the great statement of Ulster unionism: 
“Here we stay.” 

How weakened, on both sides of the 
Irish Sea, is that commitment today. The es- 
tablishment Ulster Unionists, close cous- 
ins of the Conservatives, have been swept 
aside by the insurgent Democratic Union- 
ist Party, whose rowdier leadership— for 
years under the late Ian Paisley-matches 
deep loyalty to the crown with fathomless 
suspicion of Britain’s political elite. It 
knows there is little interest in its cause in 
Westminster, where the Good Friday 
Agreement, which ended the Troubles and 
led to a power-sharing arrangement be- 
tween Unionists and Republicans, is seen 
as the end of the matter. That is why, as Pe- 
ter Robinson, the due’s leader and North- 
ern Ireland’s first minister, contemplates 
an election from which his party could 
emerge as the kingmaker for either the To- 
ries or Labour, he has no love for either. 
The due’s eight or nine seats are there for 
the highest bidder. 

That is a “vulgar” way of putting it, says 
Mr Robinson, seated in his office in Stor- 
mont; yet he does not deny it. “There is 



very little difference between the spending 
plans of the Labour Party and the Conser- 
vative Party as they apply to Northern Ire- 
land,” he says. “The real difference would 
be in what additional [thingsl one or other 
of the parties is prepared to do for us.” 

The due’s demands could appeal to ei- 
ther side. The party wants to end the co- 
alition’s “bedroom tax”-a device to push 
social tenants out of properties too large 
for their needs-as Labour does, and in- 
crease defence spending, as most Tories do. 
It would be odd, given Northern Ireland’s 
rent-seeking political culture, if it did not 
also demand more cash for a province 
where public spending per head is 25% 
above the national average. 

The suspicion in Northern Ireland is 
that the due also has more sensitive re- 
quests in mind. Restrictions on the union- 
ists’ right to fly the union flag and parade 
through Catholic areas have added to a 
long list of grievances and have sparked ri- 
ots. If Mr Robinson could extract some ad- 
vantage in the annual row over parading it 
would be a great fillip for his demoralised 
community. He denies that he would risk 
the peace: “Our modus operandi will not 
be to twist the arm of our government to 
do things that will undermine the pro- 
cess.” Yet Republicans would consider his 
demand “to have the same ability to fly the 
flag of the United Kingdom... as any other 
part of the uk” tantamount to that. 

It is a hopeful moment for the due. Yet 
it is telling how little excitement it has 
stirred among its mainly working-class 
Protestant following. In the Shankill area 
of west Belfast, a front-line in the Troubles, 
no election paraphernalia is evident 
among houses festooned with union flags. 
Does Kim, a woman coming home with 
her shopping, want the due to fight for her 
right to fly them? “Sure I do,” she says. “But 
the Catholics won’t let them.” ■ 
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Bagehot | The view from Grimsby 



A coastal clue as to why the economic recovery isn’t producing votes for the Tories 




T WO big economic narratives dominate this election, both of 
which are evident on Grimsby dock. At its swanky new car 
terminal, built by Associated British Ports (abp), a firm resulting 
from one of Margaret Thatcher’s first privatisations, Volkswagens 
pour out of a cargo vessel. A couple of miles to the north, across 
the brown waters of the Humber estuary, gleams the coal termi- 
nal at Immingham, which handles a quarter of the fuel used by 
Britain’s biggest coal-fired power station, Drax, and which is get- 
ting a pricey upgrade to its Victorian rail link. 

Squint eastward, into the clement spring sunshine, and see a 
procession of small craft ferrying engineers to the sandbanks 
where the world’s biggest offshore wind farm. Dogger Bank, is ris- 
ing from the seabed. “These are the biggest investments on Hum- 
berside since the 19th century,” says abp’s John Fitzgerald, who 
oversees four Humber ports, responsible fori7% of Britain’s mar- 
itime trade. It is a vision of an economy on the move. 

Then Bagehot stepped out of abp’s secure zone, to meet John 
Stockton, a councillor for the uk Independence Party (ukip) and 
native Grimbarian, for a tour of the adjacent fish dock. Until the 
1950s it harboured the world’s biggest fishing fleet, of 600 traw- 
lers, which steamed as far as the Barents Sea. For the many men 
who worked them, the dock was not so much a place to moor and 
unload as a miniature city, with shipping merchants, smoke 
houses, doss houses, a bank and the world’s biggest ice factory, 
built in fine red-brick Victorian style. 

But the fleet is no more, killed off by the rise of Scottish ports, 
over-fishing and the cod wars— a series of stand-offs over fishing 
rights between Britain and Iceland in the 1950s and 1970s. Just a 
dozen inshore tubs operate from Grimsby now, passing brooding 
hulks left rotting at the quay. Most of the buildings are derelict, 
with gaping windows and doorways, and the lettering of famous 
local names— like Cosalt, the ship chandlers: “They had every bit 
of rope you needed!” sighs Mr Stockton-fading from their fronts. 
A few firms cling on, such as ccs, a specialist in dog fish, and Rus- 
sell Grant, an offal trader, which has found new markets for its 
fishy slop in west Africa. “But the old place is finished,” Mr Stock- 
ton divines, “and it’s never coming back.” 

A pocket of post-industrial misery in Lincolnshire, Grimsby 
does not stand for Britain. A quarter of its young people are un- 



employed, almost twice the national average. But in the strange 
lack of enthusiasm Britons are showing for the economic recov- 
ery overseen by George Osborne, the Conservative chancellor, it 
almost could. In the past two years Britain has seen a surge in job 
creation and investment. Grimsby is getting an unprecedented 
£20om-worth ($30om) of new infrastructure; working-age bene- 
fit claims are down by 40%. Yet, just as it will take more than sig- 
nal upgrades to turn Grimsby’s thoughts back from what it has 
lost to a more hopeful future, so all Britons, polling suggests, re- 
main staunchly pessimistic about their prospects. 

Compared with a similar stage in two previous recoveries, in 
the early 1990s and early 1980s, they are far more doubtful that 
they will recover the wage growth and job security millions have 
lost. There are obvious reasons for this, including the depth of the 
downturn and a historic knock to confidence in business and 
government, which are largely beyond Mr Osborne’s control. 
Still, with their eyes on the metaphorical fish market, not the car 
terminal, Britons are less inclined to reward the Tories for their 
economic record than electoral history suggests they should. 

There is also a political reason for that, which, again, Grimsby 
illustrates. For 70 years the Labour Party has held Great Grimsby 
without threatening to reverse the town’s decline. That its retiring 
MP, Austin Mitchell, who has been in post for 38 years, briefly 
changed his surname to “Haddock” showed solidarity but did 
not recreate the lost shoals. As a mark of mounting disaffection, 
his majorities have been shrinking: in 2010 Mr Haddock scraped 
home by just 714 votes, suggesting Great Grimsby ought to be the 
Tories’ for the taking this time. Yet that reckoned without the rise 
of Mr Stockton’s party, ukip, which has been fuelled by the gen- 
eral British malaise and by a more acute local one in neglected 
east-coast towns such as this. Great Grimsby is now a three-way 
marginal, with the right-wing vote split. Polling by Lord Ashcroft 
puts the Tories well behind. 

The great, briny constant 

A patchy recovery, a bruised electorate and growing political 
competition-these all explain why the Tories are not getting the 
votes the recovery might have been expected to produce. Quite 
likely, this is a recipe for unstable government after the election. 
Yet the hint that Britons are making politicians work harder for 
their favour is not unpleasing. And it is especially satisfying 
among Grimbarians, who have much to grumble about, and in 
whose enduring attachment to the sea, long after the trawlers 
stopped steaming, is a note of well-judged defiance as well as re- 
gret. “The sea is always with us here,” says Mr Stockton, who lost 
a trawlerman brother to it and, as a boy, learned German and 
Danish from visiting foreign fisherfolk. “We only sing when we’re 
fishing!” sing fans of Grimsby Town to celebrate a goal for their 
team, though hardly any has cast a net. 

A free spirit, the feeling of superiority that comes with an in- 
dependent trade and, on their own measured terms, openness to 
the world: these qualities have always been associated with Brit- 
ain’s coastal trade centres. They are what J.B. Priestley, on a tour of 
Britain in the 1930s, termed the “sea sparkle in these people’s 
lives”. And if ukip is an unworthy recipient of that sparkle— its 
ideas for Grimsby, including boosting fishing and blocking re- 
newables are, typically, all wrong-Bagehot cannot help but be 
guiltily impressed by the damn-your-eyes spirit fuelling it. The 
new car terminal, wind farms and food-processing factories are 
the future for Grimsby. But there is life in the old dock yet. ■ 
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Mental health 

Out of the shadows 



The stigma of mental illness is fading. But it will take time for sufferers to get the 
treatment they need 



F or John Mooney, it was a career high- 
light. In March the Irish cricketer took a 
crucial catch that gave his team the victory 
in a World Cup match and eliminated the 
higher-ranked Zimbabwe. But afterwards 
the Zimbabwe Herald, a daily paper with 
links to Zanu-PF, the thuggish ruling party, 
claimed that Mr Mooney had lied when he 
said that his foot had notbeen touching the 
boundary, meaning the catch should have 
been disallowed. The article cited previous 
interviews in which the sportsman had 
spoken frankly about his long battles with 
drink, depression and suicidal thoughts. 
Under pressure, it claimed, a “man of such 
a character” could not be trusted to have 
“the honesty, let alone the decency” to tell 
the truth. 

The prospect of such prejudice leads 
many with mental ailments to conceal 
their conditions and avoid seeking help. 
Even if they know better than to believe 
that mental illnesses are untreatable, or 
that all sufferers are delusional, they may 
fear being shunned by friends or employ- 
ers. Many people think the mentally ill 
cannot work, but in reality few jobs are off- 
limits, and only for the most severe cases. 
(Someone suicidal should not be flying a 
plane.) What bothered Mr Mooney most 
about the Zimbabwe Herald article, he says, 
was that other sufferers might read it and 
decide never to risk letting anyone know. 
So he kept talking about his condition. The 



reaction was heartening. Messages of sup- 
port and thanks are still coming in. 

More people from all walks of life are 
opening up about mental illness, says So- 
phie Corlett of MIND, a British mental- 
health advocacy group. Campaigns by 
many governments and charities to get rid 
of the stigma are part of a virtuous circle in 
which each person who speaks out lessens 
ignorance and makes it easier for other suf- 
ferers to do so too. Only 13% of Britons sur- 
veyed in 2013 agreed that a history of men- 
tal illness should bar someone from public 
office, down from 21% five years earlier. The 
number who said that they would be will- 
ing to have a mentally ill co-worker or 
neighbour went up. 

With greater openness comes more un- 
derstanding of just how common mental 
illness is. One in five working-age people 
in rich countries suffer from a mental con- 
dition each year. About a quarter of those 
suffer from severe illnesses, such as schizo- 
phrenia or bipolar disorder, and the rest 
from less debilitating ones, such as mild 
depression or anxiety. But mental ailments 
are far less likely to receive treatment than 
physical ones. Over three-quarters of 
those suffering severe conditions, and over 
90% of those with moderate ones, are 
treated by non-specialists or not at all (see 
chart 1). Lack of training means primary- 
care doctors miss some cases. Others go 
untreated because their conditions make it 



hard to push for referrals or deal with the 
insurance paperwork. 

The resulting misery is huge. Put togeth- 
er, mental illnesses account for more suf- 
fering and premature death in rich coun- 
tries than heart disease and strokes, or than 
cancer (see chart 2, next page). One study 
estimates that depression is 50% more dis- 
abling than angina, asthma or arthritis, as 
measured by a health score that combines 
factors such as reduced mobility and pain. 
Men with mental-health problems die 20 
years earlier than those without, according 
to the British Medical Association, mostly 
from causes other than suicide. That is 
partly because mental illnesses make 
physical ones tougher to treat, and because 
suferers often live less healthily. Research 
has linked even moderate levels of stress to 
lower life-expectancy. Nearly half of Finns 
who seek help for addictions, for instance, 
have a mental illness. Most of the long- 
term homeless in rich countries are seri- ►► 
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► ously mentally ill, addicted or both. 

Estimates from several rich countries 
put the economic cost of mental illness at 
3-4% of GDP. Around a third of that is the 
cost of treatment; the rest is from lost pro- 
ductivity and the payment of disability 
benefits. Worklessness and mental illness 
feed off each other. Between a third and a 
half of claims for disability benefit are for 
mental conditions. A study in the Nether- 
lands estimated that €1 ($lo 7) spent on 
treatment saves €4.24 in increased produc- 
tivity and reduced costs of care. 

All this is propelling mental-health care 
up governments’ agendas. In 2013 nearly 
200 countries approved the who’s Men- 
tal Health Action Plan, which calls for 
more and better treatment by 2020. Since 
2012 Britain’s National Health Service is 
supposed to grant “parity of esteem” to 
mental and physical care. Though funding 
is still very unequal, the principle has im- 
proved the attitude of bureaucrats and pa- 
tients’ access to care, says Ms Corlett. Since 
last year health insurers in America have 
had to cover mental-health services. But 
demand far outstrips supply, says Paul Ap- 
pelbaum of Columbia University, because 
not enough medics specialised in mental- 
health care during the many years when 
insurance paid little or nothing for it. 

Over the past few decades some rich 
countries have moved away from housing 
patients with severe psychiatric conditions 
in asylums and started opening communi- 
ty centres and care homes, and hiring more 
social workers and mental-health nurses. 
Australia, Britain, Italy and the Nordics 
have largely completed the transition. Ja- 
pan, Korea and most countries in eastern 
Europe have barely started. 

Though the idea was sound, in some 
countries community-based care was not 
ready before institutions closed. America 
is perhaps the starkest example, and the 
consequences are visible in its criminal- 
justice system. In 44 states the biggest men- 
tal-health institution is a prison, and police 
spend much of their time dealing with the 
effects of untreated mental illness (see 
page 28). But it is not the only one. British 
police spend as much as two-fifths of their 
time dealing with cases that involve men- 
tal illness, though few have the necessary 
training. Across Europe, 40-70% of prison 
inmates are mentally ill. 

Mental-health courts, introduced in 
Florida in the 1990s and now opening in 
other American states, aim to divert the 
mentally ill from prison to community 
care. In Britain mental-health nurses join 
police officers on patrol. Their contribution 
can be as simple as using health records to 
find the address of someone who is acting 
oddly or causing a disturbance, or to assess 
the threat he poses. In a pilot scheme, the 
approach led to police detaining 26% fewer 
mentally ill people and sending more who 
needed acute care to psychiatric assess- 
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ment rather than a jail cell. 

The stigma of mental illness has fallen 
particularly fast in Australia, says Patrick 
McGory, a psychiatrist whom the govern- 
ment named “Australian of the year” in 
2010. Last year the country’s biggest televi- 
sion station raised A$Lsm ($i.2m) for men- 
tal-health research during a weeklong 
campaign, which included programmes 
about mental illness. Most treatment, even 
for severe conditions, is at home, with 
backup from crisis-resolution teams that 
combine social and medical care. The 
country’s family doctors are being trained 
to identify and treat mental-health pro- 
blems, and paid to hire mental-health nur- 
ses. An early-intervention model for psy- 
chosis, which aims to diagnose patients 
and provide intensive care quickly after 
the onset of symptoms, has been shown to 
improve patient outcomes and is now be- 
ing copied elsewhere. 

Britain has expanded access to cogni- 
tive behavioural therapy for anxiety and 
depression, and is now doing so for severe 
mental illness and those with physically 
unexplained symptoms. This consists of a 
series of counselling sessions in which suf- 
ferers are taught to watch out for situations 
that trigger their affliction, and how to 
avoid thoughts and actions that are likely 
to lead to a relapse. Half of patients with 
anxiety conditions (such as social phobia, 
health anxiety or panic disorders) recover 
after an average of ten sessions, in most 
cases for life. Around the same share of 
those with depression recover within four 
months, and they are less likely to have a 
relapse. Such therapy alleviates the sever- 
ity of physical illness, too, whether psy- 
chosomatic or physical in origin. It is par- 
ticularly helpful for those with pain for 
which no cause can be found. Greater 
awareness is boosting demand for treat- 
ment, though waiting lists are long. 

Cheaper options that can reach more 
people quickly also show promise. Accord- 
ing to a study published on April 21st in the 
lancet, a British medical journal, group 
cognitive behavioural therapy could be as 
effective as antidepressants for recurrent 
depression. The MoodoYM, an online pro- 



gramme that works along the same lines, is 
now in use in Australia, China, Finland, the 
Netherlands and Norway. 

Employers have woken up to the toll of 
mental illness too. Nearly a third of compa- 
nies surveyed by the World Economic Fo- 
rum in 2010 had established some sort of 
stress-reduction programme. Last year a 
group of big European businesses 
launched a charter to target the impact of 
depression at work. Canada’s voluntary 
psychological safety standard for business, 
published in 2013, mirrors initiatives to im- 
prove physical safety. It includes a guide on 
how to cut stress at work, for example by 
cracking down on bosses who harangue 
their underlings or set unachievable dead- 
lines, and suggests training some manag- 
ers to spot the signs of common problems 
such as anxiety and depression. 

Girls and boys, interrupted 
The biggest gains will come from improv- 
ing mental-health services for young peo- 
ple. Half of adults with long-term mental 
conditions suffered their first symptoms 
before turning 14. Left untreated, even 
moderate conditions such as anxiety hurt 
school results and the prospects for em- 
ployment. For serious conditions such as 
psychosis, prompt treatment greatly im- 
proves outcomes. 

But teenagers are image-conscious crea- 
tures for whom the fear of being labelled 
“crazy” or thought weak looms even larger 
than for adults. That means tact is needed, 
and targeted programmes. Australia’s 
“Headspace” centres, which combine a 
range of health and employment services 
for 12- to 25-year-olds, make it easier for the 
embarrassed or ashamed to seek help. Fin- 
land, Norway and Sweden have schemes 
in schools to tackle the stigma of mental ill- 
ness. Better to sort out problems early, says 
Mr Mooney. He dates the start of his pro- 
blems to losing his father when he was 11, 
bottling up his grief and turning to drink to 
cope. Back then, he says, no one even 
talked about depression. Now they do. ■ 
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Gazprom 

Margrethe and the bear 



BRUSSELS 

The European Union’s trustbuster turns her fire on Gazprom— marking a big change 
in European policy and the gas business 



G azprom revelled in its untouchabili- 
ty. It was the main supplier of import- 
ed gas to the European Union, benefiting 
both from close Kremlin patronage (the 
Russian state is its largest shareholder) and 
from a web of business and political rela- 
tionships in countries it sold gas to, notably 
Germany. Alternatives to Russian gas were 
scant, as was customers’ willingness to re- 
sist Gazprom’s dominance. 

Now the Eu is taking on the Russian gas 
beast. The first blow fell on April 22nd 
when the eu’s competition commissioner, 
Margrethe Vestager, sent the company a 
long-expected “statement of objections” 
(Euro-parlance for a charge-sheet) alleging 
market abuses. The unpublished docu- 
ment runs to hundreds of pages. They de- 
tail the murky world of Russian gas ex- 
ports, featuring lucrative intermediary 
companies with unknown beneficial 
ownership, deals struck by politicians not 
businessmen, and a hefty dose of geopolit- 
ical favouritism. 

The EU claims Gazprom is “pursuing an 
overall strategy to partition central and 
eastern European gas markets.” It curbs 
customers’ ability to resell gas, which al- 
lows it to charge “unfair prices” in five 
countries: Bulgaria, Poland and the Baltic 
states of Estonia, Latvia and Lithuania. 
Moreover, the eu says, Gazprom abused its 
dominant market position to try to keep 



control of the Yamal transit pipeline across 
Poland, and to bully Bulgaria into support- 
ing South Stream, a now-cancelled Krem- 
lin project to bring gas across the Black Sea 
into the EU. 

Gazprom had put out feelers to Brussels 
in previous months to see if it could reach a 
settlement. But those talks broke down 
amid the freeze in East-West relations over 
Ukraine. Now Gazprom has 12 weeks to 
deal with the charges-by rebuttal, conces- 
sions or both. If it fails to satisfy the com- 
mission, the next stage is enforcement. This 
could mean fines of €1 billion ($li billion) 
or more-in theory up to 10% of its turn- 
over— and legally mandated changes to its 
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business model. Such options are still in re- 
serve. “All roads are open,” says Ms Ves- 
tager. “We would like (Sazprom to answer 
and we would like to talk.” 

Gazprom’s initial response was icy. It 
said the eu’s complaint was “unfounded”, 
insisted that it already abides by interna- 
tional law and the domestic legislation of 
the countries where it does business, and 
argued that the dispute should be settled at 
a governmental level. Gazprom was estab- 
lished “beyond the jurisdiction of the eu”, 
it noted. Revealingly, it said that Russian 
law gave it “special, socially significant 
functions.. .and the status of a strategic 
government-controlled business entity”. 
Back in 2012 President Vladimir Putin 
banned such “strategic” companies from 
disclosing information to foreign regula- 
tors or obeying their orders. 

The EU began its move against Gaz- 
prom with the launch of the “Third Energy 
Package” in 2007. That was a deceptively 
bland title for a series of measures that “un- 
bundled”-in fact, upended-Europe’s en- 
ergy market. The main effect was to ban the 
same company from owning both the gas 
pipelines and the molecules that flow 
through them. Russia objected harshly to 
this, seeing it as a politicised, unprovoked 
and confiscatory attack on Gazprom’s as- 
sets and business model. 

However, rather like Microsoft, which 
fell foul of EU competition law for bun- 
dling its Internet Explorer browser with its 
Windows operating system, the company 
and its political masters did not grasp the 
eu’s ferocious prosecutorial powers. And 
the more the eu looked at Russian gas im- 
ports, the less it liked what it saw. In 2011, in 
the biggest antitrust raid in the eu’s history, 
officials with search warrants seized docu- 
ments and computers from dozens of ►► 
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Airlines 



Super-connecting the world 



The advance of Emirates, Etihad and Qatar, latterly joined by Turkish Airlines, 
looks set to continue 



► offices belonging to Gazprom and its affili- 
ates. In 2012 the EU followed this up by 
opening a formal investigation. 

The statement of objections has been 
largely ready since 2013, but was subject to 
a long and timorous delay. Ms Vestager’s 
predecessor, Joaquin Almunia, repeatedly 
promised to launch charges, but left office 
in November with that pledge unfulfilled. 
Senior people in the commission thought a 
deal would be better than worsening rela- 
tions with Russia. 

Now Europe is in a more robust frame 
of mind. Ms Vestager, a steely Dane, insists 
that her directorate is part of the justice sys- 
tem and acts without fear or favour. The 
move against Gazprom came only a week 
after it launched a statement of objections 
against another corporate giant, Google. 

For Gazprom the most petulant option 
would be to ignore the eu. That brings 
speedy penalties-and also potential law- 
suits from customers who have been over- 
charged, notes Alan Riley, a British law pro- 
fessor. Another option is to mount legal 
challenges— including ones claiming abuse 
of property rights. Vaclav Bartuska, the 
Czech Republic’s energy envoy, forecasts a 
climbdown, masked by a showy but emp- 
ty deal on future exports to China to show 
the Russian public that the Kremlin is pun- 
ishing Europe for its impudence. 

Russia may also press ahead with Turk 
Stream, a Black Sea pipeline which would 
deliver gas just as far as the Turkey-Greece 
border, to avoid the eu rules that stymied 
South Stream. The Kremlin is wooing 
Greece to support the project, with a $5 bil- 
lion sweetener. More such divide-and-rule 
tactics in Europe are likely: Russia’s pipe- 
lines export political influence even when 
they are still mere lines on a map. 

But turning off the gas taps, to punish 
the EU, seems unlikely. Russia is losing 
market share in Europe already, and can- 
not afford to annoy its customers or endan- 
ger its $40 billion export revenues. 

A cold climate 

Worries about dependence on Russian gas 
have in any case diminished. Not only is 
the winter over but Europe is generally in 
better shape to withstand a Russian tan- 
trum. It has improved storage, and built 
north-south gas links, so that a cut in ship- 
ments across, say Ukraine, can be made up 
with other supplies. Lithuania, once whol- 
ly dependent on Russian gas, has built a 
terminal to import liquefied natural gas 
(lng), gaining a swift price cut from Gaz- 
prom. This year America will start lng ex- 
ports, creating yet more supply options. 

For Mr Putin, the commission’s move 
underlines the scale of Russia’s isolation. 
TYust and patience have ebbed, even in 
Germany. His friends are fewer in number. 
By using energy as a weapon, he has 
prompted defence and counter-attack. The 
bear is not as feared as it was. ■ 



T he Gulf states have been on the radar 
of the world’s airlines since the 1930s. 
Then Dubai, a pearl-fishing port, served as 
a stopover for the flying boats of Imperial 
Airways (a forerunner of ba) on routes 
connecting London to distant colonial out- 
posts. BA still serves Dubai but most of the 
tail fins at its vast main airport, which re- 
cently overtook London’s Heathrow as the 
world’s busiest for international traffic, car- 
ry the logo of Emirates, the small state’s 
own network airline. The balance of pow- 
er among the world’s carriers has shifted. 

I Reach for the sky 
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A decade ago Emirates, Qatar Airways 
and Etihad Airways, based in Abu Dhabi, 
were insignificant. But these three “super- 
connectors”, in recent yearsjoined by Tlirk- 
ish Airlines, increasingly dominate long- 
haul routes between Europe and Asia. 
Whereas most other international airlines 
rely heavily on travellers to or from their 
home countries, the super-connectors’ 
passengers mostly just change planes at 
the carriers’ hub airports on their way to 
somewhere else. Last year the four carriers 
flew about usm people into and out of 
their hubs in the Gulf or Istanbul, com- 
pared with 50m in 2008. Their combined 
fleet has swollen to more than 700 aircraft 
and they have a further 900 or so on order. 

The West’s legacy airlines are under- 
standably fearful of the super-connectors. 
All have grown at spectacular rates; Emir- 
ates is now by far the world’s biggest inter- 
national carrier (see chart). Europe’s strug- 
gling national airlines, such as Lufthansa 
and Air France klm (af-klm), were among 
the first to start losing market share to the 
super-connectors. They are now suffering 
the same devastation on long-haul routes 
that low-cost carriers (lccs) like Ryanair 
and Easyjet have inflicted on their shorter 
routes. As Andrew Charlton of Aviation 
Advocacy, a consulting firm, puts it: “The 
LOGS ate European airlines’ lunch; the Gulf 
carriers are coming to eat their dinner.” 
Lufthansa says its Frankfurt hub has lost 
nearly a third of its market share on routes 
between Europe and Asia since 2005, with 
more than 3m people now flying annually 
from Germany to other destinations via 
Gulfhubs. 

A gulf opens up 

Now the grumbling is getting louder from 
across the Atlantic, as America’s airlines 
begin to feel the heat. This week a lobby 
group backed by Delta, American and Un- 
ited Airlines released documents to back 
up a report it put out in February accusing 
the three Gulf carriers of having been giv- 
en $42 billion in assistance by their state 
owners in the past decade. 

Emirates now publishes full accounts 
but Etihad and Qatar still do not. However, 
the American carriers’ investigators dug up 
documents filed with regulatory authori- 
ties around the world, from Belgium to 
Australia, which in some cases include de- 
tailed accounts going back a number of 
years. Some of the benefits allegedly re- 
ceived by the Gulf airlines-such as zero-in- ►► 
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► terest loans with no arrangements for re- 
payment, and grants of land-would if 
confirmed seem to fall under the heading 
of subsidies. 

Others, such as the low labour costs 
that the Gulf airlines enjoy, partly because 
of their home states’ ban on unions, and 
the benefits they, like other businesses in 
the Gulf, gain from those states’ generally 
low tax rates, would seem legitimate 
means of promoting business develop- 
ment. The cache of documents is enough 
to keep lawyers, accountants and trade 
economists arguing for years-but at the 
least it suggests that the Gulf three have 
some explaining to do if they are to Justify 
claims they are standing on their own feet. 

The legacy carriers gripe too about the 
massive airports, with cheap landing char- 
ges, that their home governments have 
built for the Gulf airlines. Although Hirk- 
ish is part-privatised, it still enjoys strong 
support from the government, which has 
ordered the building of a massive new air- 
port on Istanbul’s outskirts, with about 
twice the capacity of Heathrow, so its flag- 
carrier has space to keep growing. 

Allegations of unfair advantages ex- 
plain only so much, however. For one 
thing, the West’s legacy airlines have not 
lacked for state protection of their own. For 
another, the super-connectors’ rapid ad- 
vance is in large part down to something 
out of policymakers’ control-location. 
The Gulf is handily placed between 
Europe, Asia, Africa and America: 
all are in range of modern long- 
haul Jets. Istanbul, on the edge 
of Europe, is a short-haul flight 
from 55 capital cities. Both are ideal for con- 
solidating traffic to and from many desti- 
nations. Fares can be kept low because of 
the efficiency of their long-haul-to-long- 
haul model. 

The four super-connectors are spend- 
ing huge sums expanding their fleets with 
the latest, most efficient Jets. Their staff are 
young and keen, and the airlines spend 
lavishly on marketing their in-flight service 
and widening range of destinations. In 
2001 Emirates and Qatar both flew from 17 
destinations in Europe. Now both serve 32. 
Turkish sucks up passengers from 84 Euro- 
pean airports. Besides increasing the num- 
ber of European cities it flies from, Etihad 
has taken stakes in several European carri- 
ers, including Alitalia of Italy and Airberlin 
of Germany. The super-connectors have 
likewise added lots of new destinations in 
Asia, whereas the European flag-carriers 
have expanded their route maps more cau- 
tiously. As a result, the super-connectors’ 
share of booming Europe-to-Asia travel 
has shot up. 

In similar fashion the super-connectors 
and their hubs have been siphoning off an 
increasing share of air traffic into and out 
of Africa-still a relatively small market for 
aviation, but one that has grown rapidly. 



especially given Asian economies’ inter- 
ests in its natural resources. 

And now they are ramping up their ser- 
vices to North America. To the dismay of 
America’s international carriers, in the 
weeks since they launched their broadside 
against the Gulf airlines’ alleged subsidies. 
Emirates has announced a new service to 
Orlando and extra flights to Boston and 
Seattle. Turkish, meanwhile, has Just be- 
gun non-stop flights to San Francisco, its 
nth destination in the Americas, and plans 
to add Atlanta and Mexico City, among 
others. As the super-connectors encroach 
onto American runways, passengers are 
likely to vote with their wheelie-bags. Ac- 
cording to Skytrax, a research firm, they all 
ranked in the top ten of the world’s best air- 
lines. The highest placed of America’s big 
three is Delta, at 49th. 




The reaction of most of the established 
airlines has been two-pronged— complain- 
ing, and further rounds of cost-cutting on 
top of what they have already had to pare 
to cope with the arrival of the lccs. One 
exception is iag, owner of ba. It managed 
to slash costs at Iberia and has avoided 
much of the turbulence created by the su- 
per-connectors. Indeed iag, in which Qa- 
tar owns a 10% stake, recently pulled out of 
a European trade association saying the 
group’s opposition to the super-connec- 
tors, led by af-klm and Lufthansa, was no 
longer consistent with its own position. 

AF-KLM and Lufthansa themselves 
have tried to make up for years of bad man- 
agement by beefing up their budget subsid- 
iaries, Transavia and Germanwings. They 
have met stiff resistance from within. Pilots 
have gone on strike repeatedly over the 
past year to oppose various changes the 
airlines are making to become more com- 
petitive. AF-KLM has had the bumpier ride 
of the two. It issued three profit warnings 
in 2014, has shed 8,000 Jobs over the past 



three years and plans to lose another 800 
employees as it cuts investment and delays 
delivery of some new aircraft. 

Berating the new opponents for per- 
ceived injustices has also failed so far. The 
legacy carriers want changes to the bilat- 
eral “open skies’’ agreements that have al- 
lowedthe super-connectors access to Euro- 
pean airports, and which they had 
supported back when the Gulf airlines 
were minnows. Lufthansa and af-klm 
have asked the European Commission to 
press for “fair competition” provisions for 
current and future air treaties. America’s 
three big international carriers want the 
Obama administration to stop the super- 
connectors from adding routes. 

Open-skies treaties can be watered 
down without ripping them up. Govern- 
ments can dither and delay. Norwegian Air 
Shuttle, a low-cost carrier, has been ham- 
pered by American regulators, at the urg- 
ing of industry lobbyists, in its efforts to ex- 
pand services across the Atlantic. But so far 
there has been little overt gain to the in- 
cumbents from their griping. 

Indeed, it may have done some dam- 
age. Delta’s boss, Richard Anderson, gra- 
tuitously noted in an interview 
that the Gulf carriers are based in 
the part of the world that bred 
the terrorists responsible for 
the 9/u attack on America, 
before apologising for the 
remark. And in response to 
the subsidy accusations 
levelled by the American carriers, the Busi- 
ness Travel Coalition, a lobby group 
backed by travel agents among others, has 
begun drawing attention to the support 
that America’s government has given to its 
aviation industry over the years. 

The West’s legacy carriers put a lot of ef- 
fort into letting politicians know about 
their concerns. But the chances that the 
American and European governments will 
roll back their open-skies commitments 
and halt the expansion of the super-con- 
nectors do not look good. American and 
European makers of aircraft and engines, 
which are benefiting hugely from the ex- 
pansion of the super-connectors’ fleets, 
also form a powerful lobby. So do passen- 
gers, who have shown little sympathy for 
their struggling national airlines and plen- 
ty of interest in their rivals’ cheap fares. 

If anything, matters can only get worse 
for the legacy carriers. If Norwegian makes 
a go of low-cost transatlantic flights, Rya- 
nair and others will pile in. China’s huge, 
state-backed airlines are surely planning to 
boost their market share on Pacific routes. 
And the high profits that America’s airlines 
have recently been enjoying at home are 
likely to encourage the expansion of low- 
cost carriers there. In all, the future looks 
poor for investors in the legacy airlines. For 
travellers, however, the age of cheap flying 
is set to go on and on. ■ 
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China's motor industry 

The coming crash 



SHENYANG AND SHANGHAI 

For carmakers, the profits bonanza from China will not last 



i 4 HIS is one of the most advanced and 

Jl sustainable car factories in the 
world.” So declares Karsten Engel, chief ex- 
ecutive of BMW China, as he greets visitors 
to his firm’s newish manufacturing facility 
in the grim north-eastern city of Shenyang. 
The plant, run by a joint venture with a lo- 
cal firm called Brilliance, is indeed spotless 
and efficient, with robots and humans to- 
gether producing nearly 40 cars each hour. 
China is the largest market in the world for 
the firm’s big 5 Series and 7 Series models, 
and source of perhaps half of its global pro- 
fits in recent years. Unsurprising, then, that 
the firm is hoping to double the number of 
models built locally. 

The bosses of many big foreign car 
firms were in China this week for the 
Shanghai Auto Show, and they too offered 
a pretty rosy view of the Middle Kingdom. 
China has overtaken America as the 
world’s largest car market, and it has con- 
tributed between a third and a half of the 
global profits of many big automobile 
manufacturers in recent years. Like bmw, 
other foreign firms are also betting heavily 
that the good times will continue by ex- 
panding production capacity in the joint 
ventures that the Chinese government re- 
quires them to form with domestic firms. 
Jochen Siebert of jsc Automotive, a con- 
sulting firm, estimates that the joint ven- 
tures will open $12 billion-worth of new 
factories in China this year and next. 

And yet the hard truth is that these 
firms may now be headed for a car crash, 
shattering their dreams of never-ending 
profits. The first reason for this is that sales 
growth is slowing. The days of double-dig- 
it annual increases are over. In the first 
quarter of this year sales of new vehicles 
slowed to single-digit annual growth. Paul 
Gao of McKinsey, another Western con- 
sulting outfit, forecasts that growth rates 
will remain in the “mid-to-high single dig- 
its” for the next decade. 

That is a higher rate of increase than 
many other countries can look forward to. 
However, given the new plants being 
opened, it looks like being insufficient to 
correct a worrying excess of capacity that is 
building up. Enough new plants to make 
another 5.3m light vehicles a year are due 
to come online in 2015 and 2016, compared 
with sales last year of 22.8m. 

A rough rule of thumb in carmaking is 
that assembly plants need to be working 
above about 75% capacity, assuming two 
eight-hour shifts each normal working day. 



to be profitable. America’s closures of car 
factories, followed by a sharp recovery in 
sales, mean that its plants are now working 
at above 100% of that capacity. In contrast 
the average for Chinese assembly plants 
has now slipped to below 70% (see chart). 

So a squeeze is coming. One sign of 
trouble is a backlash among dealers, who 
are unhappy about having their bonuses 
tied to unrealistic sales goals set by the 
joint ventures during headier times. In Jan- 
uary BMW had to offer over $8oom in pay- 
ments to its dealers to quiet their com- 
plaints. Toyota is expected to hand $2oom 
to dealers affiliated to faw, one of its joint- 
venture partners. Other foreign firms are 
expected to do the same. 

Used cars, once shunned, are now tak- 
ing off, as motorists realise they can be a 
better-value alternative to a new set of 
wheels. In March, Uxin, an online-auction 
firm specialising in used cars in China, 
won $i7om in funding from Baidu, a local 
internet-search giant, and kkr, an Ameri- 
can private-equity firm. 

As new-car buyers have become scarc- 
er, some of the biggest-selling foreign 
brands in China, such as Ford and vw, 
have had to start offering rebates and dis- 
counts to shift the metal. Second-tier 
brands and local firms are sure to follow 
suit. Max Warburton, an industry analyst 
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at Sanford C. Bernstein, a research firm, 
warns that “price reductions are almost al- 
ways one-way, so these cuts will lock in 
lower margins.” Mr Siebert estimates that 
Western firms will see their profits from 
China plunge by half this year versus last. 

Despite BMW’s expansion plans, in a 
closed briefing for analysts, its soon-to-re- 
tire boss, Norbert Reithofer, recently 
warned how bad things were looking. Pric- 
ing pressures were especially dramatic for 
the firm’s most luxurious models, such as 
its British-built Rolls-Royces. “Something 
has changed in China,” he told them. 

As for those Chinese firms not in a joint 
venture with foreign ones, they have for 
years had to suffer from their cars being 
spurned by consumers. A few indepen- 
dent local manufacturers have recently 
benefited from the rising popularity of 
small, cheap sport-utility vehicles (suvs). 
As it happens, in China such vehicles are 
mostly built by domestic firms. Great Wall, 
arguably the best of a bad bunch, has de- 
cided to cut its output of saloons to concen- 
trate on its better-known range of suvs. 

However, look beyond this brief respite 
(Western firms will surely bring their own 
mini-suvs to China quickly), and it be- 
comes clear that local firms are in even big- 
ger trouble than foreign ones. Of the doz- 
ens of motor manufacturers in China, most 
are smallish local outfits cranking out 
lousy cars. Many of these are bleeding red 
ink. They are able to stay afloat only be- 
cause of subsidies, and favourable pro- 
curement policies, from the authorities in 
their home cities and provinces. 

A handful of the best state-owned car- 
makers— like Shanghai Automotive, which 
has joint ventures with both gm and 
vw-do make handsome profits. How- 
ever, they are viable only because the gov- 
ernment forces foreigners into these joint 
ventures. The idea was that, by now, the 
Chinese firms were supposed to have 
learned from the foreign ones how to de- 
sign, build and sell great cars. Instead, the 
cosseted domestic firms have failed to 
learn, and have been relegated to mere 
contract manufacturers. 

If market forces were allowed to func- 
tion in the Chinese motor industry-both 
by ending the subsidies and letting the for- 
eign carmakers either buy up their Chinese 
partners, or dump them and go it alone- 
there would surely be a drastic consolida- 
tion. Many Chinese firms would cease to 
exist, though a few, forced to live on their 
wits, might learn to innovate, and flourish. 
Even without reform, the increasing 
squeeze on carmakers in China may 
prompt a more limited shake-out. In what 
may be an early sign of this, rumours flew 
this week that vw was in talks to take a 
stake in Great Wall. 

If China’s dreams of having its own, 
world-class car brands are not going to be 
fulfilled by its domestic motor companies, ►► 
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Petrobras 

Deep under water 

Brazil’s energy giant comes clean with investors 



K nowing the worst can help with a 
recovery. But it is no guarantee. Petro- 
bras issued its much-delayed results on 
April 22nd, after accountants had scoured 
its books to find details of many years of 
scams and kickbacks, which are part of 
Brazil’s biggest corruption scandal. The 
state-controlled oil company said that 
graft had cost it 6.2 billion reais ($2.1 bil- 
lion). Other charges included a bigger- 
than-expected write-down of 44.6 billion 
reais, mainly on a flagship petrochemical 
complex and a big refinery. The net loss 
was 21.6 billion reais in 2014, against a 23.6 
billion reais profit the year before. 

Cleaning up Petrobras (and Brazil’s 
political system) is a long-term job. In the 
short term the company is focused on 
survival, with production sinking, oil 
prices low, cash scarce, and a hefty bill 
looming to develop its prized assets: the 
“pre-salt” oilfields that lie deep below the 
country’s offshore waters. 

Publishing audited results was vital. 
Creditors could have demanded early 
repayment of $54 billion of debt if the 
company had missed a deadline of April 
30th. The previous management’s bor- 
rowing binge left Petrobras as the most 
indebted company in the world, and- 
when the scandal broke— an outcast from 
the capital markets. 

Openness about the past will not 
forestall American shareholders who are 
fuming about mismanagement; some 
have already sued. But for now, investors 
seem willing to give the new manage- 
ment under Aldemir Bendine, a former 
boss of state-controlled Banco do Brasil, a 
chance: Petrobras’s shares have steadied 
in recent months, though they are still 
well below their peak (see chart). 

Mr Bendine says he will husband cash 
by cancelling this year’s dividend, slash 
capital expenditure, and sell $14 billion of 



assets by the end of next year— though 
finding buyers for them is another story. 

The company’s future does not lie just 
with its management. Politicians must 
not only stop stealing: they must cease 
interfering too. President Dilma Rous- 
seff’s left-wing Workers’ Party forced 
Petrobras to sell imported petrol at a loss 
to keep pump prices low. That made the 
company bleed cash. The government 
has since let it raise prices, but Petrobras 
still suffers political pressure, such as 
demands for big dividends, which help 
bolster Brazil’s threadbare public fi- 
nances. The government insists that 
Petrobras should take the lead in devel- 
oping offshore fields— a task for which it 
may have the technical expertise, but not 
the balance-sheet. 

Some of these problems will land on 
Shell’s desk. The Anglo-Dutch giant has 
just bought BG, a British energy company, 
which is a big partner for Petrobras. Mr 
Bendine says he may seek more ties. 

Shell has cash and know-how, but may 
tread carefully in a country where nem- 
esis follows hubris, and there is always 
plenty of blame to go round. 

I Peak oil 
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► then perhaps it ought to be looking else- 
where— for instance to its innovative and 
nimble technology firms. Cars are increas- 
ingly bundles of software on wheels, and 
in the future they will increasingly be con- 
nected wirelessly to all manner of naviga- 
tional aids. So if Apple is looking to get into 
carmaking, why not Xiaomi, a Chinese 
maker of mobile devices, or Tencent, a so- 
cial-media and gaming giant? 

Or indeed Alibaba. Of all the compa- 
nies at this week’s Shanghai Auto Show, 
among those attracting the greatest buzz 
was the e-commerce company, which un- 
veiled partnerships with gm and bmw to 
offer Chinese consumers online tools to 
find, buy, finance and service their cars. 
What it did not mention publicly this week 
is that there is also a stealth team working 
on an AliCar. Watch this space. ■ 



Net neutrality In India 

Not quite what we 
said 

MUMBAI 

India’s telecoms regulator is accused of 
doing the industry’s bidding 

I N 1961 A.J.P. Taylor suffered a caustic book 
review at the hands of Hugh "D-evor-Rop- 
er, another British historian. The book put 
Taylor’s standing as a serious academic in 
peril, said his reviewer. Taylor responded 
with an article: “How to quote: exercises 
for beginners”. In it he juxtaposed quota- 
tions from his book alongside passages 
from the review. They were somewhat at 
odds. Trevor-Roper’s methods of quota- 
tion might harm his reputation for serious- 
ness, concluded Taylor, “if he had one”. 

Half a century later, the seriousness of 
the Telecom Regulatory Authority of India 
(trai) has been questioned in a Taylor- 
style takedown by SaveTheInternet.in. 
The group, which lobbies for net neutrality 
(the equal treatment of all internet traffic), 
has analysed a text box in a recent trai dis- 
cussion paper, which the agency attribut- 
ed to The Economist. Compared with the 
two original articles on which the box was 
based, in our January 31st 2015 issue, the 
campaigners found that arguments against 
strict net neutrality had been inserted 
while arguments for it had been removed 
or tweaked. For instance, “net neutrality is 
under threat” became: “net neutrality is dif- 
ficult to sustain”. Robert Ravi of trai de- 
nies any deception. The text does not pur- 
port to be verbatim, he says. And the 
tweaks? “I don’t find there is a great differ- 
ence between ‘difficult to sustain’ and ‘un- 
der threat’”. Yet one implies the status quo 
may change; the other that it must. 

The threat seems real enough in India. 
The purpose of the trai paper was to ask 



whether “over-the-top” services such as 
data, internet telephony and instant mes- 
saging, which rely on mobile networks’ 
data connections and which in some cases 
compete with those networks’ basic call 
and text services, should be treated differ- 
ently from other traffic. Bharti Airtel, In- 
dia’s biggest operator, recently launched a 
scheme that gives customers free access to 
a select group of data services. Airtel says 
this is little different from letting business- 
es provide toll-free phone lines, and that it 
is committed to net neutrality. But Save- 
TheInternet.in argues that Airtel’s differen- 
tial pricing means it is not being neutral be- 



tween providers of online content, and 
that consumer choice will suffer. 

Indian regulators do not generally en- 
joy a reputation for independence. And 
the net-neutrality activists see traTs mis- 
quoting of our articles as evidence that it is 
doing the operators’ bidding. The indus- 
try’s poor profitability, the result of intense 
competition, might indeed be boosted if it 
were allowed to charge variable prices for 
data traffic. But its squeezed profits also 
mean a lack of money to invest in improv- 
ing call quality and extending mobile cov- 
erage. Perhaps that is why the sacrifice of 
net neutrality is being mooted in India. ■ 
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The management-pundit industry is a shadow of its former self 



r 




I T IS customary nowadays for management gurus to preach that 
competition is fiercer than ever. Rita McGrath of Columbia 
Business School talks about “the end of competitive advantage”. 
Richard D’Aveni of the Hick School of Business refers to “hyper- 
competition”. Ram Charan, a consultant and writer on manage- 
ment, lauds “The Attacker’s Advantage”. 

Yet the management-guru industry itself seems remarkably 
stable. Competitive advantage is strikingly enduring, competi- 
tion is far from “hyper” and the defender has the upper hand. The 
latest two “Thinkersso” rankings of the world’s leading manage- 
ment pundits, published in 2011 and 2013, show no change at the 
top, with Clay Christensen of Harvard Business School and the 
duo of Chan Kim and Renee Mauborgne of insead ranking first 
and second respectively. Two of the most prominent business 
books of the past few months have been retreads rather than new 
publications with new ideas: the tenth-anniversary edition of Mr 
Kim’s and Ms Mauborgne’s “Blue Ocean Strategy” and the 20th- 
anniversary edition of Don Tapscott’s “The Digital Economy”. It 
is a far cry from the glory years of the 1980s and 1990s, when “In 
Search of Excellence”, by Tom Peters and Robert Waterman, sold 
3m copies in its first four years and “Re-engineering the Corpora- 
tion”, by James Champy and Michael Hammer, touched off a glo- 
bal re-engineering craze. 

What explains such lethargy in a supposedly lethargy-busting 
industry? The main problem is that the guru business is reaching 
the end of a long cycle of creativity. For the past two decades or so 
it has been driven by two seismic economic changes— the rise of 
the emerging world and the digital revolution. The first change 
led to the ascent of a remarkable group of Indian management 
theorists, most notably C.K. Prahalad (who died in 2010). They fo- 
cused on subjects such as the buying power of developing-coun- 
try consumers, the virtues of frugal products, and the difficulties 
of doing business in places with poor infrastructure and weak 
institutions. The list of business schools with Indian-born deans 
includes those of Harvard, Cornell and Chicago universities. The 
digital revolution produced a new class of digital gurus, such as 
Mr Tapscott. And Mr Christensen’s idea of disruptive innovation 
(which holds that the most successful innovators create new mar- 
kets, rendering many established businesses irrelevant) rightly 



turned him into the world’s leading management guru. 

But the cycle has played itself out. Prahalad published his 
seminal article on “The Fortune at the Bottom of the Pyramid” in 
2002, and the book of the same title in 2004. Mr Christensen pub- 
lished his first article on disruptive technology in 1995 and his 
book on “The Innovator’s Dilemma” in 1997. The new edition of 
Mr Tapscott’s book reminds us that people have also been grap- 
pling with the digital revolution since the 1990s. 

Ironically, the digital revolution is making it harder for new 
gurus to emerge. Many of today’s biggest business changes are 
being driven by “quants”, who excel at finding meaning in big 
data or at producing algorithms that can automate lots of work, 
but who are much less good at putting numbers into words or at 
thinking about what big data and automation mean for indus- 
tries beyond their own. The management-theory business is pro- 
ducing plenty of mini-gurus who specialise in particular indus- 
tries or techniques, such as Philip Evans in big data or Jim 
Whitehurst in collaborative (“open-source”) management. But 
few of the new pundits can range across as many industries as 
Tom Peters does, let alone across the centuries and multiple intel- 
lectual disciplines in the manner of the late Peter Drucker. 

Perhaps the biggest enemy of guru renewal is the develop- 
ment of a “thought leadership” industry. Companies are being 
sold the idea that becoming a leading public thinker on some 
issue affecting their industry will give them a competitive edge. 
Industrial and tech firms like Siemens and ibm are doing battle 
with more established peddlers of management thinking such as 
McKinsey and Bain. As Whitespace Consultants, a smaller firm, 
puts it, thought leadership makes you “part of the conversation 
early in the buying journey”. In the recent sexual-discrimination 
case that Ellen Pao brought unsuccessfully against Kleiner Per- 
kins, a venture-capital firm, it emerged that one of the reasons she 
was not promoted was that she was judged to have fallen short 
on the thought-leadership front. 

Pursuing thought leadership simply encourages thought fol- 
lowership, however. As companies scramble to be seen as 
thought leaders, they are likely to end up just repackaging exist- 
ing ideas instead of listening out for genuinely new ones. When- 
ever companies treat thinking as “content” and deploy their mar- 
keting and PR people to pump it out, the result is bound to be 
cliche or gobbledygook. 

Mind-stretching in Mountain View and Massachusetts 
Are there any signs of a new wave of gurus who can buck these 
trends and revive their stagnant industry? There are glimmers of 
hope in Silicon Valley and the Massachusetts Institute of Tech- 
nology. Some of the Valley’s most successful entrepreneurs, such 
as Reid Hoffman (Linkedin) and Peter Thiel (PayPal), are stretch- 
ing their minds to address all sorts of challenges, from ageing to 
talent-management. “The Second Machine Age”, by Andrew 
McAfee and Erik Brynjolfsson of mit’s Sloan School, is a striking 
attempt to grapple with the massive management change that 
will result from autonomous machines. 

But considering the resources that are devoted to thinking 
about management, it is remarkable how much virgin territory 
remains. There are still no Chinese management gurus to chal- 
lenge the leadership of the ageing Indian establishment. There 
are still no serious books on what the internet economy means 
for the boundaries of the firm or markets for talent. The guru in- 
dustry seems ripe for disruptive innovation. ■ 
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Greece and the markets 

Hellenic bruises 



How the smart money is approaching the latest drama 



C ONTRARIAN investors love terrifying 
headlines. The more unloved the 
country, the more undervalued its assets 
and the more money to be made as its for- 
tunes turn. Moneymen who shrewdly ex- 
ploited the on-again-off-again panic re- 
garding Greece’s finances have made 
handsome profits in recent years. In the 
second half of 2012, for instance, holders of 
Greek government bonds doubled their 
money. In the second half of 2013 the main 
stockmarket index rose by almost 40%. It is 
striking, therefore, how hard it is these days 
to find financiers willing to make any bets 
on Greece at all. 

The country is once again running out 
of money. On April 24th euro-zone finance 
ministers are due to meet in Latvia to de- 
cide whether to provide a lifeline by dis- 
bursing the last instalment of the existing 
bail-out package. The problem is that 
Greece’s new government has refused to 
implement reforms promised by its prede- 
cessor, and has not proposed alternatives 
its creditors consider adequate. Talks con- 
tinue, but the two sides remain far apart. If 
Greece does not secure more cash, it will 
soon have to default either on its own citi- 
zens (see Free exchange) or on the imp and 
the European Central Bank (ecb). That, in 
turn, could prompt the ecb to withhold 
support for Greek banks, forcing Greece to 
impose capital controls and perhaps to 
withdraw from the euro. 

All manner of financial indicators sug- 



gest disaster is imminent. The Greek gov- 
ernment’s three-year bonds now yield a 
dizzying 27%. Ten-year government bonds 
are trading at their highest yields (and 
therefore lowest prices) since 2012 (see 
chart 1). Credit-default swaps, which offer 
insurance against a default, suggest an 80% 
chance of one within five years. Listed 
Greek firms are trading at less than 60% of 
their book value, on average. Greek bank 
stocks are down by 75% compared to this 
time last year. 

Betting house Paddy Power puts the 
odds of Greece adopting a new currency 
before 2018 at 5/4, of a new election being 
held this year at 3/1 and of Greece exiting 
the euro zone this year at 2/1. William Hill, 
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another bookmaker, has stopped taking 
bets on “Grexit” altogether because too 
many people are putting their money on it. 
Just in case anyone still thought Greek debt 
was a sound investment, s&p, a rating 
agency, downgraded it to a lower category 
of junk earlier this month. 

All of which marks a change. In recent 
years Greece had seemed like the ideal des- 
tination for contrarian investors: in 
enough trouble that assets were cheap, but 
with the near-certainty that Europe would 
bail it out. In 2012 and 2013 hedge funds 
such as Third Point and Alden, among oth- 
ers, began hastily drumming up money to 
bet on a Greek recovery. Others followed in 
2014 as foreigners ploughed more money 
than expected into local banks. John Paul- 
son, who runs a feted hedge fund, was 
among those buying shares. Last April, 
when Greece returned to the international 
market to sell five-year bonds, yield-hun- 
gry investors piled in. Even when Syriza 
came to power in January and markets 
wobbled, a few opportunistic investors in- 
creased their positions, convinced the diffi- 
culties would be temporary. ►► 
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► Today few foreigners remain and most 
of those have trimmed their positions. 
After two bail-outs, only n% of Greece’s 
government bonds are in private hands. 
Eaglevale, an American hedge fund whose 
Greek investments lost half their value last 
year, is now abandoning the bond market. 
After a flurry of interest in the run-up to the 
election in January, trading has atrophied 
(see chart 2 on previous page). 

Analysts at big banks still hope for a 
compromise but concede that the odds are 
lengthening. A few investors, such as Ja- 
ponica, another American hedge fund, are 
still convinced they will be vindicated, but 



most are hedging their bets (for example, 
by shorting Greek stocks) or are simply 
stuck because it is hard to sell in such an illi- 
quid market. Some, like Mr Paulson, whose 
shares in Piraeus Bank are now worth a 
fifth of what he paid, are staying put and 
hoping for the best. But nearly all agree that 
their investments will prove either a bo- 
nanza or a wipeout. “Although compro- 
mise is still the most likely outcome, many 
Greek stocks and all of the banks are either 
trading violently cheap or are worth more 
or less zero,” argues Matthew Wood of 
Lancaster Investment Managers. 

Most moneymen, however, are study- 



ing events in Greece not with a view to in- 
vesting there, but to gauge the impact else- 
where. Government-bond yields remain 
subdued in other cash-strapped Mediter- 
ranean countries, but pessimists attribute 
that more to the ecb’s big bond-buying 
scheme than to confidence in places such 
as Italy and Portugal. Francesco Garzarelli 
of Goldman Sachs, an investment bank, 
says contagion will be greater if Greece’s 
euro-zone peers eject it from the currency 
union by inducing the ecb to withhold 
emergency funding from its banks, as that 
would fundamentally alter investors’ 
grasp of how the euro zone works. Yanis ►► 



Buttonwood 



It B not in the stars 



Junk bonds have been remarkably good credits 




T he world of bonds is usually thought 
of as one of rigid divisions. At one end 
of the scale, there is government debt: 
safe, reliable, suitable for widows and or- 
phans. At the other end, there are junk 
bonds; speculative offerings issued by 
companies with poor credit ratings and 
suitable only for the young and reckless. 

That picture looks a bit out of date. 
Speculation is rampant that Greece might 
be about to default on its government 
debt again. Meanwhile, the short-term 
bonds of many European countries are 
trading at negative yields. That means in- 
vestors are guaranteed to lose money in 
nominal terms (ie, before accounting for 
inflation). 

Junk debt also looks a lot less like gar- 
bage than it used to. Contrary to its reputa- 
tion, issuers are proving to be reliable pay- 
ers, as a new study by Deutsche Bank 
shows. Since 1983 (the period for which 
Deutsche has data), the default rate for 
junk bonds has averaged 4.9%. But that 
disguises a big change that occurred after 
2002. The average default rate from 1983 to 
2002 was 6.9%; since then, the average has 
been justL5%. In this later period, the only 
year in which the default rate was above 
the long-term average, at 15%, was 2009, 
when the world economy was slumping. 

This is particularly surprising given 
that the creditworthiness of issuers has 
steadily declined over time, as judged by 
the rating agencies. A bigger proportion of 
them is in the “c” categories, the lowest 
tier for those that have not actually de- 
faulted. This should, over time, have led 
to a greater number of deadbeats. 

So what has driven the improvement? 
More than anything else, corporate debt- 
ors depend on confidence. They borrow 
not just from the bond markets, but also 
from the banks. When they get into trou- 
ble, it is usually because the banks will 



not extend their loans. And when that hap- 
pens, they often struggle to keep up with 
their bond payments. 

The result is that the corporate-bond 
markets can get into virtuous or vicious cy- 
cles. In the former, confidence is high and 
the spread (excess interest) paid by riskier 
borrowers is small. As a result, such bor- 
rowers find it easier to service their debts, 
bringing spreads further down, and so on. 
This has been the dynamic for much of the 
past 13 years. 

The cycle has been reinforced by mone- 
tary policy. Short-term interest rates have 
been zero, or even negative in some coun- 
tries, and central banks have also steered 
long-term government-bond yields to his- 
toric lows. That has prompted income- 
seeking investors to turn to junk bonds to 
add a bit of juice to their portfolios. 

Ultra-low rates have allowed corporate 
borrowers to lock in cheap credit for the 
long term. Moody’s, a rating agency, says 
that issuance of high-yield debt in America 
in the first quarter was $79 billion; in Eu- 
rope it was $39 billion. Both figures are 
higher than in the same period of 2014. 
There was also a rise in the number of issu- 
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ers borrowing for eight to ten years rather 
than the usual six or seven. The longer the 
maturity, the less vulnerable the borrow- 
er to a sudden decline in confidence. 

So what might trigger a shift into a vi- 
cious cycle, in which a loss of confidence 
leads to higher spreads, making it more 
difficult for companies to finance them- 
selves? Deutsche reckons that the willing- 
ness of banks to lend depends on the 
shape of the yield curve-the difference 
between the rates available on short- and 
long-term debt. 

When rates on long-term debt are 
much higher, banks earn a good return 
lending to companies. But as the gap nar- 
rows, or even turns negative, they lose 
their enthusiasm for lending. As they turn 
off the taps, many of the companies de- 
nied bank loans also end up defaulting on 
their bonds. 

Deutsche’s research shows that there 
is a lag of around 30 months between the 
yield curve becoming flat and a rise in de- 
faults (see chart). Another important fac- 
tor is the level of real rates (ie, after ac- 
counting for inflation). High real rates also 
lead to higher defaults with a 30-month 
lag. Based on these two factors, Deutsche 
predicts the next upcycle in American de- 
faults will occur in the second half of 2017. 
In Europe, where there tends to be a shor- 
ter lead time, a rise may occur in the sec- 
ond half of next year. 

Of course, investors in junk bonds can 
suffer losses without a sharp rise in de- 
faults. If the general level of bond yields 
rises-perhaps because of an increase in 
inflation or a sudden change in monetary 
policy-the price of junk bonds will fall. 
But not many people are expecting that to 
happen. The enthusiasm for junk is not 
going away. 



Economist.com/blogs/buttonwood 



The Economist April 25th 2015 



Finance and economics 67 



► Varoufakis, Greece’s finance minister, this 
week cautioned, “Anyone who says they 
know what will happen if Greece is 
pushed out of the euro is deluded.” 

Optimists argue that the euro zone is 
much better able to absorb a Greek shock 
today than it was in 2011. Banks are better 
capitalised and have virtually no exposure 
to Greece; quantitative easing is propping 
up bond and equity markets; and thanks to 
the weak euro, exports are much stronger. 
Many investors think volatility will be 
temporary, with stocks and bonds drop- 
ping before rebounding. If Greece defaults 
and people start selling off European 



J UDGING by its stockmarket, China is 
awash in cash. Tfading is so frenetic that 
on April 20th, volumes surpassed the 
limits of the software that tracks transac- 
tions. More than 1.1 trillion yuan ($180 bil- 
lion) of shares swapped hands that day, 
but the Shanghai Stock Exchange’s counter 
remained stuck at 999.99 billion. It is only a 
matter of time before this happens again. 
Investors are opening more than a million 
new trading accounts every week, chasing 
returns on a market that has doubled over 
the past year. 

Despite this frenzy, the central bank act- 
ed this week to pump money into the fi- 
nancial system. By cutting the portion of 
deposits that banks must hold as reserves, 
it freed some 1.3 trillion yuan for new lend- 
ing. Why inject cash when the stockmarket 
suggests China is not short of capital? 

To be fair, the People’s Bank of China 
(PBOC) does not target the stockmarket. Its 



stocks, just buy more, reckons Philippe 
Jabre, a veteran hedge-fund manager. “If 
we’re wrong, it’s an easy market to exit. If 
we’re right, we can make a lot of money.” 
Some even argue that Grexit would do 
markets good by frightening other coun- 
tries into accelerating reforms, reducing 
support for protest parties such as Pode- 
mos in Spain and giving twitchy investors 
the confidence that the euro zone can 
weather such a crisis. The contagion to 
worry about, Mr Jabre reckons, would 
come from Europe caving in to Greek recal- 
citrance, giving other countries an incen- 
tive to follow suit. ■ 



mandate is twofold: to keep prices stable 
and to support economic growth. On both 
those counts, loosening monetary policy is 
the right call. The gdp deflator, a broad 
measure of inflation, slipped into negative 
territory in the first quarter, falling by 1.1% 
from a year earlier. Economic growth of 7% 
was in line with the government’s full-year 
objective, but risks are blotting the horizon 
as factory production slows and the prop- 
erty market slumps. The authorities are 
more willing to tolerate slower growth 
than in recent years, but they are only will- 
ing to see growth slow so far. The pboc’s 
attempts to bolster the economy began 
with cautious cuts in interest rates in No- 
vember. It is likely to keep trying until 
growth and inflation perk up. 

Moreover, the stimulus is smaller than 
it seems. On the face of it, the cut in the re- 
quired reserve ratio (rrr) to 18.5% looks 
like a big dollop of cash. The central bank 



normally adjusts the rrr in half-percent- 
age-point increments. This time, it lopped 
off a full percentage point, its largest cut 
since late 2008, the nadir of the global fi- 
nancial crisis. However, the boost is small- 
er than it seems. It is in part intended to re- 
place cash that has left China, not just to 
inject extra money into the economy. In the 
past China’s money supply grew as the 
central bank printed yuan to buy up the 
foreign money streaming in from both 
trade and investment. But in recent 
months, capital flows have reversed, effec- 
tively draining cash from the economy. 

A less-noted but possibly more potent 
boost to the economy is the pledge of Li Ke- 
qiang, the premier, to give extra money to 
China Development Bank. He did not an- 
nounce a figure but it is likely to be at leasti 
trillion yuan, according to state media. This 
will go towards the construction of public 
housing and infrastructure, giving a lift to 
investment as private-sector spending 
flags. By targeting funding in this way, the 
government is trying to avoid splashing 
money every which way, not least in the 
direction of the stockmarket. 

It is also worth remembering that the 
stockmarket in China marches to the beat 
of its own drummer more than in most 
countries. From 2009 to 2013, when China 
was the world’s fastest-growing big econ- 
omy, its shares languished among the 
world’s worst performers. Its stockmarket 
is still relatively small: even with the bull 
run, its total value is still barely 50% of Chi- 
na’s banking assets, compared with 150% 
in America. This means that a big drop 
would have a less severe impact on the 
health of the economy. And the manic rally 
partly reflects a massive portfolio realloca- 
tion as savers shift money away from bank 
deposits and property into stocks. 

Nevertheless, it would be unwise for 
regulators to turn a blind eye to the ex- 
cesses. With a big jump in borrowing to 
buy shares, the stockmarket is beginning to 
affect broader financial stability. China 
needs to develop more mature capital mar- 
kets so that firms can raise more money di- 
rectly from investors, taking some of the 
burden away from banks. A wild stock ral- 
ly followed by a crash, as happened in 
2006-07, would be a grave setback. 

Since looser monetary policy is the 
right medicine for the economy but a risk 
for overheated shares, the solution could 
be stricter regulation of the stockmarket it- 
self. The government has so far taken only 
half-hearted steps to rein in speculation 
with borrowed money, for fear of sparking 
a sell-off. A tougher line is needed. More 
encouragingly, officials are close to approv- 
ing reforms that will simplify the cumber- 
some approval process for firms that want 
to list on the stockmarket. That would al- 
low the extra cash in stock-trading ac- 
counts to flow to new businesses, rather 
than into ever-headier valuations. ■ 







China's stockmarket 

Skyward march 



SHANGHAI 

Efforts to stimulate the economy risk stoking an already blazing stockmarket 
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Finandal regulation in America 

Fed up 



NEWYORK 

A former central banker turns on his 
own kind 

4 4TV T O ONE is happy,” says Paul Volcker, 

IN a former chairman of the Federal 
Reserve, referring to the chaotic, overlap- 
ping and unaccountable sprawl of govern- 
ment agencies regulating America’s finan- 
cial institutions. This week a group of wise 
men he assembled released a plan to re- 
shape it. He would like to abolish one 
agency, merge some others and provide 
some checks on the growing power of the 
one he used to run. 

Mr Volcker concedes that the odds are 
against him. Since the second world war, 
he says, more than 25 attempts to overhaul 
the regulatory shambles have failed. Politi- 
cians, alas, tend to respond to flaws by cre- 
ating new bodies, without abolishing the 
old ones. The Dodd-Frank reforms adopt- 
ed in 2010 in response to the financial cri- 
sis, for example, created a new consumer- 
protection agency and a new committee to 
monitoring financial stability. 

Dodd-Frank also gave more power to 
the Fed, expanding its role in bank supervi- 
sion in particular. The Fed has become 
more involved in markets too; efforts to re- 
vive the economy through asset purchases 
hugely expanded its balance-sheet. Com- 
plaints about its meddling are legion. 

In a small country, Mr Volcker says, a 
central bank can take responsibility for 
monetary policy, the drafting of regula- 
tions and the supervision of financial insti- 
tutions. But he does not think that will 
work in America. The Fed, he fears, will be- 
come too unwieldy and too powerful. 

Instead, he would largely confine the 
Fed to monetary policy and the drafting of 
new financial regulations. Supervision 
would be the responsibility of a separate 
entity, although the vice-chairman of the 
Fed would head it. To streamline oversight 
of financial markets, the Securities and Ex- 
change Commission and the Commodity 
Futures leading Commission, which patrol 
different bits of them, would be merged-a 
suggestion that seems prescient in light of 
the claim this week that a futures trader 
precipitated a plunge in the stockmarket in 
2010 (see page 69). 

The Volcker plan would also reconfi- 
gure the Financial Stability Oversight 
Council (fsoc), the new committee 
created by Dodd-Frank. One of its main 
jobs is to decide which financial firms 
should be designated as systemically im- 
portant, and thus subject to particularly 
heavy regulation. Mr Volcker would allow 
the treasury secretary to continue to chair 



the council, but would also strip him of a 
vote, in a bid to strengthen its indepen- 
dence. By the same token, the bit of the 
Treasury that currently provides advice to 
the FSOC, the Office of Financial Research, 
would become an independent agency. 
The intention is to provide an alternative 
voice to an all-powerful Fed. 

There are several gaps in the Volcker 
plan. The fate of many entities of dubious 
value, such as the regional Fed banks, re- 
mains unclear. More importantly, Mr 
Volcker is focused on improving the effec- 
tiveness and accountability of regulators, 
and thus the soundness of the firms they 
regulate. But many in Washington, dc are 
more interested in expanding the govern- 
ment’s power over the financial world, 
thereby increasing its ability to steer mon- 
ey to politically desirable ends. When Mr 
Volcker said that no one was happy, he per- 
haps had not considered the politicians 
who set the system up. ■ 



Japan's stockmarket 

Winged Nikkei 



TOKYO 

The Japanese are learning that the 
stockmarket can go up as well as down 

V ETERAN investors well remember the 
last time Japan’s benchmark Nikkei in- 
dex closed at 20,000, the sort of round 
number that pundits call “psychologically 
significant”. It was in April 2000, and the 
Nikkei went on to shed more than half its 
value over the following three years. So it 
was unsurprising that the dominant emo- 
tions elicited by the news on April 22nd 
that the Nikkei had closed above that level 
were shock and some foreboding. Earlier 
in the month, as the index approached the 
threshold, the economy minister suggest- 
ed that there might be a “small bubble”. 

For the non-Japanese buyers who nor- 
mally dominate trading in Tokyo, the mar- 
ket presents a conundrum. In 2013 many of 
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them piled into Japanese shares on hopes 
that Shinzo Abe, the new prime minister, 
would rid the economy of deflation by 
means of monetary easing. When the 
economy stalled last year, many sold their 
holdings. Scepticism about “Abenomics” 
remains. But Japan’s stockmarket is one of 
the best-performing in the rich world this 
year in dollar terms; staying away is turn- 
ing into a “pain” trade, says Peter Tasker of 
Arcus Research, a consultancy. 

Local pundits, meanwhile, warn that 
the recent bull run could soon end badly. 
Since the Nikkei peaked at 38,916 in 1989, 
real or rumoured “price-keeping” opera- 
tions by the government to stem its decline 
have become commonplace. In October 
the Government Pension Investment Fund 
(gpif), the world’s biggest public-sector in- 
vestor, with ¥129 trillion ($1.08 trillion) un- 
der management, said it would put more 
of its money in equities, in line with global 
benchmarks. Over the past year or so, Japa- 
nese shares have gone from around 12% of 
its portfolio to an estimated 22%, sending a 
wall of yen into the stockmarket. 

Other public pension funds are follow- 
ing the gpif’s lead. Meanwhile, state- 
owned Japan Post, which has a big finan- 
cial-services arm, recently announced a 
plan to boost returns by investing in riskier 
assets (for which, read equities). The Bank 
of Japan, as part of its monetary easing, has 
been snapping up exchange-traded funds. 
When all this comes to an end, bears aver, 
the market rally could peter out. 

The shift by state-owned investment 
funds has undoubtedly boosted prices, 
says Kathy Matsui of Goldman Sachs, an 
investment bank, but it has also made the 
government more exacting about cor- 
porate governance at the firms into which 
public pension pots are being sunk. Cor- 
porate profits have been rising strongly, es- 
pecially among exporters benefiting from 
a weaker yen. Japan’s first corporate-gover- 
nance code, which will go into effect in 
June, and a stewardship code intended to 
improve oversight by institutional inves- 
tors, are already prompting firms to return 
more profits to shareholders through buy- 
backs and higher dividends. 

Moreover, the Nikkei, points out Nicho- 
las Smith of CLSA, a broker, is a simple aver- 
age of share prices, not weighted by the 
size of the company. The Topix index, a 
broader, weighted measure, does not show 
shares on quite such a tear. It is still 12% be- 
low its last peak in mid-2007, although cor- 
porate profits have risen by 13% (see chart). 

Yet it remains to be seen whether the 
government can make the stockmarket ap- 
pealing to ordinary Japanese savers. It has 
had a dire record on corporate governance 
and, not coincidentally, emerging-market 
levels of volatility. All of that continues to 
deter Mrs Watanabe, the archetypal Japa- 
nese housewife who oversees the family 
finances, constraining bullish hopes. ■ 
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Polidng finandal markets 

Flash boy 



The curious case of the Hounslow 
day-trader 

T hat America’s stockmarkets dropped 
by io% in a few minutes on May 6th 
2010 was worrying enough, even if they 
did bounce back quickly. Worse still was 
the realisation that nobody understood 
why or how it had happened. After point- 
ing the finger in various directions, Ameri- 
can authorities have settled on an unlikely 
culprit: Navinder Singh Sarao, a 36-year- 
old British day-trader they now want to ex- 
tradite to face an assortment of criminal 
and civil charges. 

Market watchdogs would not have ex- 
pected the source of the “flash crash”, as it 
came to be known, to be a lone trader 
based in a nondescript semi-detached 
house in Hounslow, an unfashionable sub- 
urb nestled between central London and 
Heathrow airport. But they would be less 
surprised by the methods he is accused of 
using, most notably “spoofing”, a common 
form of market manipulation. 

According to the charge sheet, Mr Sarao 
would routinely place a series of orders to 
sell futures contracts that would only be 
profitable if the s&p 500 share index fell. 
The authorities claim that a computer pro- 
gramme he devised constantly tweaked 
the price of his orders to ensure he wasn’t 
taken up on them. The effect, nonetheless, 
was to inject pessimism in the futures mar- 
ket, by making it look like lots of investors 
were expecting prices to drop. (Part of this 
bearishness spilled over into the stock- 
market, causing shares to fall in price.) Mr 
Sarao, it is claimed, used this as an oppor- 
tunity to buy cheaply. Merely cancelling 
the sell orders would then have caused 
prices to perk up again. 

Regulators have long tried to stamp out 
spoofing. But it is hard to prove that an offer 
that is subsequently withdrawn was made 
in bad faith. High-frequency traders, some 
of them billion-dollar outfits, spew out and 
retract many buy and sell orders every mil- 
lisecond. Mr Sarao himself, in previous 
dealings with the Chicago Mercantile Ex- 
change (cme), where he placed his trades, 
denounced “mass manipulation [by] high 
frequency nerds”-before telling his broker 
he had called the exchange “and told ’em 
to kiss my ass” on a compliance matter. 

Mr Sarao appeared in court in London 
on April 22nd, but only to fight extradition. 
The American authorities claim he made a 
profit of just $879,018 from the trades 
linked to the flash crash-a pittance com- 
pared to the upheaval caused-though per- 
haps $4om from subsequent manipula- 




The S&P 500 became semi-detached too 



tion. Awkwardly, he funnelled his profits 
from trading to a firm called “Nav Sarao 
Milking Markets Limited”, based in Nevis, 
a Caribbean tax haven, although he has no 
obvious ties to the dairy industry. 

Why Mr Sarao’s continued use of simi- 
lar trading strategies did not cause markets 
to convulse again is not clear. Nor is it es- 



tablished that he was the sole cause of the 
s&p’s swoon, as the American complaint 
in effect concedes. It claims he was “at least 
significantly responsible for the order im- 
balance that in turn was one of the condi- 
tions that led to the flash crash”. That 
leaves plenty of blame to go around. 

Regulators had previously thought a 
mega-investor such as a mutual fund must 
have had a hand in the mysterious event. 
Some favoured the theory of the “fat finger 
trade”-a mammoth but unintended sell 
order. Plenty think the widespread use of 
automated, lightning-quick trading algo- 
rithms made matters worse, at the very 
least. Many computers befuddled by 
whiplashing markets stopped trading, 
leadingto a liquidity crunch, itself a source 
of volatility. 

That Mr Sarao might be even partly to 
blame will only add to the alarm the flash 
crash engendered. Many will ask how a 
single day-trader could possibly have been 
allowed to generate $200m of selling or- 
ders, over a fifth of the daily volume in the 
contract he favoured, during a period of 
known market convulsion without having 
been blocked by one party or another. The 
financial watchdogs will also have ques- 
tions to answer. The most pressing of them 
will be, if a trader from Hounslow can 
cause the s&p 500 to crash, who or what 
else could do the same-or worse? ■ 



Active v passive investing 

Hyped active 



More doubts about fund managers’ stock-picking powers 



T he rise of low-cost index-tracking 
funds over the past 40 years has put 
active fund managers— those who claim 
the ability to pick the best shares-on the 
defensive. Figures from Morningstar 
show that the majority of fund managers 
in the American market beat the index in 
just five of the past 20 years. 

But papers published in 2009 and 
2013* seemed to give the industry hope. 
All fund managers are not equal, the 
research claimed. Those who assemble 
portfolios that closely resemble the index 
are doomed to underperform, because of 
costs. However, managers who take more 
daring bets by veering a long way from 
the index— the academic term is having a 
high “active share”-are able to outper- 
form. Since then, fund managers have 
been using a high active share as a mar- 
keting device. 

That argument is challenged by a new 
paper** from aor, a fund-management 
group that specialises in quant (mathe- 
matically-based) strategies. It finds that 
fund managers who did well on the 
“active share” measure were actually) ust 



following a different benchmark; they 
tended to be focused on smaller or mid- 
sized firms, rather than the Exxons and 
Apples that dominate the s&p 500 . 

When AQR sorted funds relative to 17 
other American indices, those with a 
high active share outperformed eight of 
them, but underperformed the other 
nine. The authors conclude that active 
share “does not (and should not be ex- 
pected to) predict performance and that 
investors who rely on it to identify skill 
may reach erroneous conclusions”. 

In a sense, this is hardly surprising. By 
definition, the average investor cannot 
beat the index after costs; managers with 
a high active share who outperform a lot 
will be offset by those who underper- 
form by a large amount. But in one re- 
spect, all three papers agree: paying high 
fees for poor performance is a bad bet. 



* "How active is your fund manager?", by Martijn 
Cremers and Antti Petajisto, 2009; and "Active share 
and mutual fund performance", by Antti Petajisto, 
Financial Analysts Journai July/ August 2013 
** "Deactivating active share", by Andrea Frazzini, 
Jacques Friedman and Lukasz Pomorski, 2015 
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Greece could alleviate its shortage of cash by issuing lOUs, but only for a time 




F or the third time in five years, Greece is looking into the abyss. 

As in 2010 and 2012 the Hellenic Republic looks likely to run 
out of cash, and may soon miss scheduled debt repayments. But 
this time Syriza, Greece’s new ruling party, has alienated its credi- 
tors, making the previous solution (a co-ordinated default, cou- 
pled with a bail-out) harder to achieve. Yet a unilateral default 
might prompt the European Central Bank to withdraw its lifeline 
from Greece’s banks, leaving the country little choice but to aban- 
don the euro-an outcome 84% of Greeks want to avoid. As Syriza 
scrabbles around for alternatives, a monetary trick sometimes 
used in such emergencies-issuing temporary lous, or “scrip”, in 
lieu of cash-is starting to look tempting. 

Scrip can help governments conserve hard cash, something 
Greece certainly needs to do. It has debts of around €315 billion 
($340 billion)-i75% of GDP-and must make payments of €2.5 bil- 
lion before the end of June. To find that cash it could start making 
some of its regular pay ments in paper lOUS, which can be used to 
pay taxes at a later date, rather than euros. The bulk of the Greek 
state’s annual outgoings of €80 billion is paid to its citizens-€22 
billion in salaries, €35 billion in benefits. They would have little 
choice if the government decided to pay them in scrip instead of 
euros. If all government salaries had been paid in scrip last year, 
the country would have had a surplus of €27 billion euros, leav- 
ing plenty to pay back foreign creditors. Scrip itself would soon 
become a means of exchange. 

Scrip has a rich history. Massachusetts paid its citizens “tax an- 
ticipation notes” instead of cash in the 1690s, according to a pa- 
per* by Richard Sylla of the Stern School of Business at New York 
University. These were swapped for cash once the anticipated tax 
had been collected. California used scrip in 2009. The recession 
had sapped revenues, and bickering legislators could not agree 
on a revised budget. The state began to pay benefits, tax rebates 
and other bills in “registered warrants” rather than dollars. In all, 
it issued 450,000 lOUs with a value of $2.6 billion. 

California made the scrip more palatable by promising to pay 
annual interest of 3.75% on it. This persuaded some recipients to 
hold on to it, meaning that Californian residents were, in effect, 
lending to the state. For those who wanted cash, local banks ini- 
tially agreed to exchange the scrip for dollars, thereby acquiring 



the right to the interest due. Within two months the budget im- 
passe was over and the scrip was redeemed. That was only just in 
time: the big banks, worried about their growing exposure to the 
scrip, had stopped buying it. 

Greek scrip would face bigger problems. California’s econ- 
omy is eight times the size of Greece’s and its decent credit rating 
lent its lOUS some credence. A better analogue for Greece, which 
has an unemployment rate of 26% and a reputation for default, is 
Argentina. In 2001 the Argentine government, struggling to ser- 
vice its debts, started paying its citizens by issuing a tax voucher, 
the lecop. The country’s provinces began to pay salaries and pen- 
sions in scrip. According to imf analysis the value of these new 
quasi-monies rose to 7-5 billion pesos ($2.4 billion) by the end of 
2002, or around 50% of the value of pesos in circulation. 

Argentina’s experience was much less encouraging than Cali- 
fornia’s. One problem was the proliferation of scrips: there were 
soon a dozen of them, including Buenos Aires’s patacon, Corrien- 
tes’s cecacor and Formosa’s boncafor. That made trade between 
provinces difficult. What is more, Argentines spent scrip of any 
sort as soon as they could, and hoarded pesos. 

Centuries of experience suggest that such a response is typi- 
cal. In the 16th century Sir Thomas Gresham, an English financier, 
argued that if a country had two types of coin made of different 
alloys but with the same face value, the one containing more pre- 
cious metal would cease to circulate. Citizens would spend the 
“bad” coins, and hoard the “good” ones. “Gresham’s law”-that 
bad money chases out good-applies to paper cash too. Shikuan 
Chen of Taipei University cites paper lous issued by China’s gov- 
ernment in 1287 with a face value of a fixed number of silver 
coins. The people responded by hoarding coins, so the paper 
drove the coins out of circulation. 

The euro, terminated 

The history of scrip suggests two problems if Greece resorts to it. 
In Argentina, the rise of scrip helped undermine the public’s con- 
fidence in cash in general. A system of national bartering based 
on an informal token, the credito, blossomed. This system was 
created at a local level by merchants, not by the cash-strapped 
state. And rather than lift the government’s revenue the informal 
cash made it tougher to track income and profits, and thus harder 
to calculate and collect taxes. The euro area has small-scale infor- 
mal currencies: Bavarians with misgivings about the soundness 
of the euro, for instance, can use the chiemgauer; Bremen has the 
roland. It would be ironic if Greece issued scrip to get around a 
revenue shortfall, only to find that scrip exacerbated the problem. 

The second problem is bigger. Since any Greek scrip would 
clearly be less desirable than euros (it would be accepted by the 
Greek government for tax payments, but could not be used to buy 
foreign goods or services), Gresham’s law would apply. If Greek 
banks accepted scrip, they would soon be flooded with it and 
drained of euros, making it hard to pay the interest on their own 
debts. Scrip would have solved the state’s euro shortage, but only 
by shifting it to the banking system. So scrip is no silver bullet. It 
might be a way to buy Syriza a few months breathing-space, but 
the only long-term solution to the cash crunch is the tough one: 
the state must earn more euros and spend fewer. ■ 



^ Studies cited in this article can be found at www.economist.com/scripl5 
Economist.com/blogs/freeexchange 
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UNDERSTATED LUXURY 



YOUR MAYFAIR ADDRESS 
AT A FRACTION OF THE COST 



Frequent travel and hotel stays can be soulless and fatiguing, whilst buying a second home for occasional use - 
with initial outlay, tax implications and commitment of managing a property outright - rarely seems justified. 

47 Park Street is an exquisite Mayfair property, offered on a unique fractional membership basis. 

Our privileged members enjoy the privacy and comfort of home, plus the lifestyle benefits assodated 

with one of the most desirable addresses in London. 

We know our members by name and cater to their tastes and preferences, ensuring that every visit 

feels like coming home. 



LESS THAN 50 INDIVIDUAL AND CORPORATE MEMBERSHIPS REMAIN FROM £117,000 



47 PARK STREET- 

Mwffaxr - London 
GRAND RESIDENCES IVMARIUOTT. 



Open daily 9am - 5pm +44(0)2079505528 enquiries047parkstreet.com 47parkstreet.com/Econ 
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Aj LITTLE BOKEELIA ISLAND 

, lOOATEO flCTWCSN NAPLES I^aHA'SC^A. 



A lthough the owners of 
the island have treasured 
it for 26 years, circumstances 
have arisen that require them 
to sell immediately. They are 
therefore presenting this 
100+ acre private island 
for Immediate Sale, with 
all offers considered. More 
than a lifestyle paradise, the 
Island is also an appealing 
investment opportunity, 
with up to 29 waterfront lots 
approved for development. 



Present your BEST OFFER 

All offers will be considered until 30 April 2015. 

Please contact Klaus Lang to arrange your preview and for details of presenting your offer. 
All offers must be presented by the deadline of 30 April. 



941.320.1223 



Michael Saunders & Company. LittleBokeelia.com 



UCENSED REAL ESTATE RROKER 




RESIDENTIAL 



We 8ell the lifted buildin^H of the future. 
Kor sound residential property investment 
re^i^ter with uh today, and see London h 
larjjcst portfolio of new homes - 
before they even e.xist. 

NEW RESIDENTIAL THINKING 



020 37971874 
JLL.CO.UK/NEW-HOMES 
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Patent records reveal that the way inventions are made has changed over the years 



The process of invention 

Now and then 



I N THE 19th century, inventors were 
heroes. The likes of Stephenson, Morse 
and Goodyear were the shock troops of the 
Industrial Revolution. Their ideas helped 
drag humanity from agrarian poverty to 
manufactured plenty. These days, though, 
inventor-superstars, while not absent, are 
fewer and farther between. 

That may, in part, be because the pro- 
cess of invention has itself changed since 
the 19th century There is no let-up in the 
growth of the number of patents issued 
each year, but the introduction of funda- 
mentally new classes of technology seems 
rarer now than it was in the past. Informa- 
tion technology has certainly transformed 
the present day But railways, the electric 
telegraph, photography, fixed-line telepho- 
ny, the automobile and the chemical and 
steel industries each, separately, brought 
about transformations as big as anything 
IT has wrought so far. Perhaps the process 
of invention really was more heroic in Vic- 
torian times. 

To have an impression that something 
has changed is not, however, to prove that 
it really has. For that you need data. And, in 
a paper just published in the Journal of the 
Royal Society Interface, Youn Hyejin of Ox- 
ford University and her colleagues have 
provided some. 

Invention can come about in two ways. 
Thomas Edison’s light bulb, for example, 
was not so much the product of a meta- 
phorical light-bulb moment of discovery 



as of the bringing together of pre-existing 
components-an electricity supply, a heat- 
ed filament, a vacuum and a glass enve- 
lope. None of these things was novel in the 
1870s, but in Edison’s hands the combina- 
tion became a patentable invention. In 
contrast, William Shockley’s transistor, in- 
vented 70 years later, involved a lot of new 
physics that Shockley and his colleagues 
had to work out for themselves. Both de- 
vices changed the world, though (Shock- 
ley’s was the foundation on which it was 
built). And together they exemplify the 
two sorts of novelty that exist, in differing 
proportions, in any successful invention: 
discovery and recombination. 

Dr Youn has looked at the balance be- 
tween these things, and how it may have 
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changed. She drew her data from the Un- 
ited States Patent and Tfademark Office 
(usPTo)— not a perfect indicator of inven- 
tiveness, but probably a fair proxy for it. 
The authorities there sort patent docu- 
ments into groups based on common sub- 
ject matter. To do so, they classify the va- 
rious technologies responsible for an 
invention’s novelty using an elaborate ar- 
rangement of codes. 

Each subject grouping in uspto’s 
scheme includes a major component 
called a class and a minor one called a sub- 
class. A class distinguishes one technology 
from another. Subclasses delineate pro- 
cesses, structural features and functional 
features of the technology in that particu- 
lar class. A class-subclass pair— say, 136/206 
for class 136 (batteries: thermoelectric and 
photoelectric) and subclass 206 (solar en- 
ergy type)— is a unique code, and every pat- 
ent is identified by at least one such code. 
The office has records of these codes going 
back to 1790. Overall, those records cover 
474 classes and more than 160,000 codes. 
Only when a patent proposal arrives that 
cannot be slotted into the existing classifi- 
cation is a new one created. 

When Dr Youn and her colleagues ex- 
amined the patent office’s files they found 
that nearly half the patents issued by the 
United States during the 19th century were 
for single-code inventions. These days, by 
contrast, nine-tenths are for inventions 
that combine at least two codes. The num- 
ber of codes and the number of patents 
both grew exponentially, at the same rate, 
until the 1870s (about the time of Edison’s 
light bulb; see chart). After that, the growth 
rate of new codes fell off dramatically, and 
that of new patents slightly. The introduc- 
tion of new combinations of codes has, 
however, continued to expand in step with 
the number of patents awarded. That sug- 
gests invention now proceeds mainly by ►► 
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► recombining existing technologies and 
chimes with the idea that inventions were, 
in some sense, more fundamental in the 
past than they are today. 

This combinatorial explosion no doubt 
partly reflects the fact that the number of 
possible combinations grows faster than 
the number of codes they are based on. But 
that it has actually happened had not, pre- 
viously, been demonstrated. 

What remains to be seen is whether 
biotechnology will change things. Most in- 
ventions up until now have been based on 
physics or chemistry. Today’s understand- 
ing of biology, though, is roughly where 
that of the physical sciences was in the 19th 
century. Biology is therefore ripe to yield a 
clutch of new patent classes-possibly for 
things (neurological computers? furniture 
grown from seed?) as unimaginable to pre- 
sent-day folk as the telephone would have 
been to a soldier at the battle of Waterloo. 
Then, perhaps, a new generation of heroic 
inventors will emerge. ■ 



Road safety 

Driven from 
distraction 

How to save phone-using motorists 
from themselves 

H uman beings are a distractible bunch, 
and their propensity to be elsewhere, 
mentally speaking, is particularly danger- 
ous when they are motoring. Attempts to 
deal with this go back a long way. In 1952, 
for example, the Garden State Parkway in 
New Jersey was fitted with the first rumble 
strips, which are bits of corrugated con- 
crete that alert an inattentive driver with a 
rattle and a hum if his vehicle starts to drift 
off the carriageway while he is, say, paying 
too much attention to the radio. 

Today, though, there is more than just 
his favourite dj to distract a driver. When 
American motorists are surveyed, two- 
thirds of them admit to using mobile 
phones while driving. Bans on doing so 
have had mixed success. 

The problem is worst among teenagers, 
already a high-risk group behind the 
wheel. A study published in March, by the 
American Automobile Association, a mo- 
toring club, reviewed nearly 7,000 videos 
of teenage drivers who had had monitor- 
ing cameras put into their cars between 
2007 and 2013 in exchange for cheaper in- 
surance. That analysis found that distrac- 
tion was a factor in 58% of crashes-four 
times the figure estimated for this age 
group from accident reports compiled by 
the National Highway Traffic Safety Ad- 
ministration. Phone use was the second- 
greatest contributor to accidents. (Interac- 



tion with passengers was top.) 

Help may be at hand, though. Research 
presented on April 20th at the Conference 
on Human Factors in Computing Systems 
in Seoul, South Korea, by Kim Seungjun, 
Chun Jaemin and Anind Dey of Carnegie 
Mellon University, in Pennsylvania, shows 
that yet more technology can ameliorate 
the problem-not by precluding the use of 
phones, but by minimising the distraction 
they cause to drivers of all ages. 

Got a second? 

Dr Kim, Dr Chun and Dr Dey recruited 25 
volunteers, aged from 19 to 69, to make 
road trips about 20km long. Every volun- 
teer wore five motion sensors— one on 
each wrist and foot and one on his 
head-as well as a chest strap that recorded 
his breathing and heart rates. The car was 
fitted with an inward-looking camera to 
observe the volunteer’s “peripheral ac- 
tions” while driving, such as eating, fid- 
dling with the radio, turning on the wind- 
screen wipers and steering one-handed. A 
second camera faced outward, to assess 
the state of nearby traffic. And a “black 
box” recorder took readings from the car it- 
self, such as the throttle position, slope of 
the road and engine speed. 

From the resulting mountain of data, 
the three researchers were able to work out 
the conditions that stressed drivers most 
(increasing their heart rates or causing 
them to hold their breath briefly), and also 
those that pertained when a driver under- 
took a peripheral action. Taking such ac- 
tions, in the view of the researchers, meant 
that drivers had a bit of cognitive capacity 
going spare at that moment and might thus 
be interrupted with reasonable safety to, 
say, listen to a voice translation of an in- 
coming text message. 

Obviously, the average driver is not go- 
ing to want to wear body sensors all the 
time. But as the team reported to the con- 



ference, they have used the data they col- 
lected to write a piece of software which 
can, based on inputs from the black box 
alone, identify the safest moment for an in- 
terruption from a phone with 92% accura- 
cy. Moreover, Dr Kim says, a future version 
of the software could be tweaked to add in 
personal preferences. One driver might 
prefer to be interrupted when on a straight, 
flat road, for example. Another might like 
to wait until he was stopped at a red light. 

Dr Kim, Dr Chun and Dr Dey are not the 
only people studying the problem of 
driver distraction. Jeff Greenberg, a tech- 
nologist at Ford in Dearborn, Michigan, is 
working on a “driver workload manager” 
that will, for example, delay low-fuel 
warnings for a few moments if sensors de- 
tect the person at the steering wheel is 
busy with other things. 

Another approach is to integrate 
phones better with a car’s other controls. 
Manufacturers such as Citroen, Ford and 
Volvo have already added phone controls 
to the touchscreen which regulates the ve- 
hicle’s air conditioning, navigation system 
and so on. One improvement in Mr Green- 
berg’s sights is voice control, extending the 
limited set of tasks that existing speech-rec- 
ognition software on smartphones can ac- 
complish. Asking the car to place a call, find 
a particular song on YouTube or read a 
WhatsApp message aloud beats fiddling 
with a handset and lets the driver keep his 
eyes on the road. Google and Apple, au- 
thors of the two most widely used smart- 
phone operating systems, are both devel- 
oping software, called Android Auto and 
CarPlay respectively, to do that. 

Moreover, even low-tech approaches 
still have a part to play. In 2011, the Gover- 
nors Highway Safety Association, a state- 
level road-safety watchdog in America, re- 
leased a report on distracted driving. 
Among its first recommended counter- 
measures was the humble rumble strip. ■ 
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Orbiting debris 

Char wars 



How to clean up space by shooting 
down bits of junk 

S PACE, as the late Douglas Adams point- 
ed out, is very big. But the bit near Earth 
is also very crowded. Half a century of 
rocket launches has turned the high fron- 
tier into a junkyard. Around 3,000 tonnes 
of empty rocket stages, defunct satellites, 
astronauts’ toothbrushes and flecks of 
paint are thought to be in orbit. 

Besides being messy, such debris can be 
dangerous. Anything circling Earth is mov- 
ing pretty quickly, so collisions between 
space junk and satellites can happen at 
closing velocities of 10km a second or 
more. Large bits of junk are routinely 
tracked by radar. The International Space 
Station (iss), for instance, regularly tweaks 
its orbit to avoid a particularly menacing 
piece of litter. But at such high speeds, even 
a small, hard-to-follow object can do tre- 
mendous damage. 

Rocket scientists have been pondering 
how to deal with this problem for years. 
But a paper just published in Acta Astro- 
nautica by Toshikazu Ebisuzaki and his col- 
leagues at RiKEN, a big Japanese research 
institute, has gone further and proposed 
actually building a test device. 

Like all the best ideas. Dr Ebisuzaki’s 
plan involves zapping things with lasers. 
He proposes to point these lasers in the 
right direction using a telescope intended 
for a different job entirely. This is the Ex- 
treme Universe Space Observatory 
(euso). It is designed to be bolted on to the 
ISS. From that vantage point it will monitor 
Earth’s atmosphere, looking for showers of 
radiation caused by cosmic rays hitting air 
molecules. Dr Ebisuzaki, however, realised 
that the characteristics of a telescope de- 
signed for this job-namely a wide field of 
view and the ability to register even fleet- 
ing flashes of light— would also be well- 
suited for spotting small bits of debris as 
they whizz past the iss. 

Having identified something, the next 
step is to get it out of orbit-and that is 
where the zapping comes in. Shining a suf- 
ficiently powerful laser at something will 
boil away its surface. The resulting jet of va- 
pour will, as Newton’s third law of motion 
requires, cause an equal and opposite reac- 
tion on the object it came from, pushing 
that object away. Fire a laser head-on at a 
piece of space debris for long enough, then, 
and you can slow it down to the point 
where its orbit will decay and it will burn 
up in Earth’s atmosphere. 

This idea is not new. But putting lasers 
into orbit is tricky. Those powerful enough 



to do the job need lots of electricity and 
this is hard to deliver with the solar panels 
from which satellites typically draw their 
power. Dr Ebisuzaki proposes instead to 
employ a new, more efficient laser called a 
coherent-amplification network device, 
which was developed for use in high-ener- 
gy physics. 

He and his colleagues suggest a three- 
stage test. The first, with a smaller version 
of the EUSO and a fairly weedy laser, 
would serve as a proof of concept. The sec- 
ond would use the actual euso telescope 
and a much more potent laser. Finally, he 
says, the equipment could be mounted on 
a purpose-built satellite, from which it 
would be able to shoot down tens of thou- 
sands of bits of space junk every year, thus 
gradually sweeping the skies clean. ■ 




Planetary sdence 

Killing the 
MESSENGER 

A mission to Mercury is about to end 
with a bang 

N ASA has an undoubted talent for space 
flight. It also has one for awkward ac- 
ronyms. A classic of the genre is messen- 
ger, the name it has given to a probe cur- 
rently orbiting Mercury. This is a contrived 
nod to that god’s role in the Roman panthe- 
on, and stands (allegedly) for MErcury Sur- 
face, Space ENvironment, GEochemistry 
and Ranging. 

Mercury is the innermost of the solar 
system’s eight planets and was, until mes- 
senger’s investigations, mysterious. Its 
only previous visitor was Mariner 10, an- 
other NASA probe, which made three fly- 
bys in the early 1970s. These revealed a 
world that looked like a hotter version of 
the Moon (which is only slightly smaller 
than Mercury), with a surface covered in 
craters scorched by the nearby sun. 

Mariner lo’s visits threw up several puz- 



zles. One was the presence of large escarp- 
ments (like the gash crossing the landscape 
in the picture) all over Mercury’s surface, 
which led researchers to speculate that the 
planet might be shrinking, causing its crust 
to shrivel like the skin of a dried orange. 
Another was that Mercury has a magnetic 
field. That was perplexing because Mercu- 
ry’s rotation ought to be too slow to gener- 
ate such a field. Moreover, the planet is sur- 
prisingly dense, leading to speculation that 
it is the remnant of a metallic planetary 
core whose overlying mantle was blasted 
away in a gigantic collision similar to the 
one that, perhaps, tore the Moon from the 
young Earth. 

MESSENGER was designed to clear up 
these questions. On arriving in orbit 
around Mercury in 2011, it began making 
detailed maps of the planet’s entire surface 
(Marinerio had been able to see only part 
of this surface). Astronomers now believe 
Mercury has indeed shrunk, losing about 
14km of its diameter since its formation. 
The magnetic field is thought to arise from 
the flow of liquid iron in Mercury’s core, 
which is kept hot by gravitational knead- 
ing from the sun. 

The probe also found convincing evi- 
dence for widespread, recent volcanic ac- 
tivity (recent, at least, by astronomical stan- 
dards; the newest Mercurian lava might be 
around a billion years old, compared with 
4.5 billion years for the planet itself). And 
MESSENGER concurred with what Earth- 
bound radio surveys had suggested-that, 
despite Mercury’s proximity to the sun, 
large quantities of ice survive at its poles. 
This frozen water is protected from solar 
heat by the perpetual darkness of the shad- 
ows cast by the walls of craters there. 

Perhaps the most surprising find was 
that Mercury is rich in “volatiles”— ele- 
ments such as sulphur, potassium and 
chlorine. This is hard to reconcile with the 
theory that Mercury suffered a planetary 
prang early in its life, because the collision 
should have boiled such elements away. 

Solving that mystery, though, will be a 
job for another probe, for messenger’s 
mission is at an end. Its dwindling fuel re- 
serves will soon be unable to keep it in a 
stable orbit. Dragged ever down thereafter 
by the effect of the sun’s gravity, it is expect- 
ed to crash on April 30th. 

Even in death, however, it will make a 
contribution to science. Its impact will 
gouge a 16-metre hole into the planet’s sur- 
face. By monitoring this fresh crater, re- 
searchers will be able to watch the process 
of space weathering-the erosive effect of 
radiation and tiny meteorite strikes-in ac- 
tion. Such weathering darkens craters, and 
another space probe, BepiColombo (a joint 
European-Japanese mission that is sched- 
uled to arrive in 2024), will be able to mea- 
sure how dark the crater that marks mes- 
senger’s grave has become, and thus how 
fast space weathering happens. ■ 
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Biotechnology and fish farming 

Gas guzzlers 



Feeding farmed salmon with protein 
made from methane 

S OMETHING called Methylococcus cap- 
sulatus might not sound an appetising 
ingredient for a meal. Methylococcus is a 
methanotroph, a bacterium that metabol- 
ises methane. Fortunately, salmon are not 
fussy eaters. They will happily consume 
pelletised protein made from these bugs. 
And that could be handy for fish farm- 
ers-at least it will be if Alan Shaw, boss of 
Calysta, a biotechnology firm in Menlo 
Park, California, has anything to do with it. 
For Dr Shaw proposes to take advantage of 
the rock-bottom price of methane, a conse- 
quence of the spread of natural-gas frack- 
ing, to breed Methylococci en masse as a 
substitute for the fish-meal such farmers 
now feed to their charges. 

The idea of using methanotrophs as fish 
food was invented by Statoil, a Norwegian 
oil and gas company. Calysta bought the 
technology in 2014, and has been refining it 
since then. Crucially, from a business point 
of view, the eu and Norway have already 
approved the use of Metliylococcus-based 
fish food. Though America has yet to fol- 
low suit, this means there is a large avail- 
able market for the stuff. 

Normally, when developing a bacteri- 
um-based biotechnology, the researchers 
involved modify their bug’s genes to in- 
crease yields. Dr Shaw has eschewed that 
path because of the fears (irrational, but 
nevertheless not conducive to business) 
that genetic modification provokes. In- 
stead, Calysta has concentrated on making 
the lives of its bacteria as comfortable as 
possible. The internal geometry of the re- 
actors in which they live is designed to 
keep them in constant contact with 
enough methane to grow, enough air to re- 
spire and enough ammonia to provide the 
nitrogen which, along with the carbon and 
hydrogen in the methane, is a fundamental 
building block of the amino acids from 
which proteins are made. 

Nor are the Methylococci alone. The re- 
actors actually contain a mini ecosystem 
that includes other species of bacteria, 
known as heterotrophs, which mop up 
metabolic products that would otherwise 
slow Methylococcus’s growth. These pro- 
ducts are mostly the result of Methylococ- 
cus consuming things other than methane 
(ethane, propane and so on) that are minor 
components of raw natural gas. Adding 
heterotrophs to the mix means Calysta can 
be less fussy about exactly which sources 
of natural gas it uses to feed its bugs. 

At the moment, the world produces 



Dinosaur sexes 

Identity plates 

How to distinguish lady and gentleman stegosaurs 



I N MANY living species, the sexes look 
different from one another. Presumably 
that was true in the past, too, but know- 
ing for certain is hard because pigments 
and soft tissues that might be sexually 
dimorphic are rarely preserved in fossils. 
Among dinosaurs in particular, even the 
durable fighting parts more usually 
sported by males than females have 
proved a disappointment to those seek- 
ing dimorphism. Famously horned dino- 
saurs such as Triceratops show no con- 
vincing evidence of such differences. 
Only the hadrosaurs, with their dis- 
tinctive cranial crests (now known to 
have been horns of an acoustic rather 
than a combative variety), seem to differ 
between males and females. 

If Evan Saitta of Bristol University, in 
England, is right, however, another well- 
known dinosaur was indeed sexually 
dimorphic. Mr Saitta has been investigat- 
ing Stegosaurus, a Jurassic beast that 
sported rows of bony plates on its back. 
He worked on one particular species. 
Stegosaurus mjosi, of which five speci- 
mens have recently been unearthed in 
Montana to join the half dozen previous- 
ly known. These finds show that Stego- 
saurus plates come in two shapes: broad. 




You mean you can't tell? 



about 5m tonnes of fish-meal a year, a 
number that has been constant for four de- 
cades and is limited by the size of the 
Earth’s fisheries. Demand, however, is 
growing at 6-8% a year, putting pressure on 
prices. This has led some fish farmers to 
adopt soya-based substitutes. These, 
though, can inflame the fishes’ guts. That, 
Dr Shaw says, is not a problem with Ca- 
lysta’s product. 



oval ones and tall, narrow ones about a 
third smaller than the oval ones. Mr 
Saitta’s study. Just published in PLOS ONE, 
nails down the question of whether the 
different sorts of plate were sported by 
different sexes. 

Mr Saitta worked on the Sherlock 
Holmes principle of eliminating the 
alternatives and seeing what remained. 
One obvious possibility is that the two 
plate types belong to separate, similar 
species. Recent work showing that Bron- 
tosaurus and Apatosaurus, long thought 
to be different names for the same thing, 
are actually different animals, demon- 
strates the difficulty of separating dino- 
saur species. However, the fossils in 
Montana were jumbled together in a way 
that suggests they succumbed simulta- 
neously, and in situ, to whatever killed 
them, and were thus a group in life as 
well as death. 

Another possible explanation is that 
the plates changed shape as an animal 
aged. That seems unlikely, though, since 
both shapes are known from what ap- 
pear to be mature stegosaurs. Nor is it the 
case that any known fossil had both sorts 
of plate. 

A final suggestion is that there are not 
really two sorts of plate at all. Perhaps the 
oval ones and the pointed ones are sim- 
ply two ends of a spectrum. Mr Saitta 
excluded this idea using a statistical 
technique called principal-component 
analysis. This showed that all known 
plates cluster into one of the two groups, 
with no intermediate forms. 

What is left, then, is the conclusion 
that Stegosaurus plates really were differ- 
ent from one sex to the other. But it is 
impossible to know which plates be- 
longed to which sex. Mr Saitta’s guess is 
that the large, oval ones were male, be- 
cause sexually selected features in mod- 
ern animals tend to be bigger and showi- 
er in males than in females. But unless a 
Stegosaurus specimen with eggs inside 
her shows up, the true answer may never 
be known. 



Dr Shaw seems confident Calysta’s sys- 
tem, which should turn out more than 
8,000 tonnes of bacterial fish food a year 
per reactor, can do so at a cost well below 
the $2,000 a tonne at which fish-meal now 
sells-and that it will be available commer- 
cially by 2018. If this comes to pass, not 
only will it help fish farmers, but it may 
also relieve pressure on wild fish stocks in 
the world’s oceans. ■ 
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Asia's environment 

In need of a green revolution 



How business can help solve Asia’s environmental problems 



T he Asian economic miracle has lifted 
millions out of poverty, but at terrible 
cost. Deforestation and foul water are just 
two of the insults to nature resulting from 
breathless expansion. Air pollution in Beij- 
ing has been described by the American 
embassy as “crazy bad”. Asia is one of the 
biggest contributors to global warming. 

Many blame economic growth, and the 
market forces and corporations that drive 
it, for this. So it is refreshing to see a clear- 
headed argument set out by Mark Clifford, 
a former editor-in-chief of the South China 
Morning Post, that markets and greenery 
can go together. Asian companies, he says, 
are ready to clean up. 

Three conditions need to be met first. 
One is public engagement. In China a pow- 
erful independent documentary on pollu- 
tion, “Under the Dome”, was viewed on- 
line by about 200m people before it was 
blocked by the authorities. From Korea to 
Kalimantan, the hyperactive use of social 
media by ordinary people is becoming a 
force for change. 

The second factor is regulation. Richer 
countries in the region have cleaned up us- 
ing policies such as emissions standards 
and road-congestion pricing. Mr Clifford 
praises the science-based approach that 
Singapore has taken to making buildings 
more energy-efficient. The campaign start- 
ed modestly in 2005. By late 2013, it had in- 
creased the number of efficient buildings 
from 17 to nearly 1,700-about a fifth of the 



The Greening of Asia: The Business Case 
for Solving Asia's Environmental 
Emergency. By Mark Clifford. Columbia 
University Press; 306 pages; $29.95 and 
U9.95 

total building stock. The goal is to have 
four-fifths of buildings certified as green by 
2030, with annual savings of $l 26 billion. 

Most of the region’s other governments 
are laggards, though. Mr Clifford gives 
many examples of how the mispricing of 
resources leads to inefficiency and envi- 
ronmental harm. In China “land, labour 
and capital are all underpriced for its fa- 
voured industries,” he writes. Energy and 
water are used much more wastefully than 
if these resources were priced properly. 
Free electricity for farmers in India has led 
them to run “ever-deeper pumps that de- 
plete water sources”. He contrasts poor 
government policy with progressive busi- 
ness efforts. Esquel, a Hong Kong textile 
firm, helps cotton farmers in Xinjiang, an 
arid Chinese province, fund water-saving 
drip-irrigation systems. 

The author offers a sophisticated cri- 
tique of China’s efforts to create green 
champions in renewable industries. The 
government’s willingness to spend money 
without concern for profit has benefited 
the environment. China invested $125 bil- 
lion in clean energy in 2012 and 2013, he 
calculates, considerably more than the $101 
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billion that America spent. It is now the 
world’s largest manufacturer of wind and 
solar equipment; soon it will be the largest 
consumer of clean energy too. 

But China’s approach also has deep 
flaws. Central planners could not stop lo- 
cal governments from lavishing subsidies 
on favoured local firms, so the country 
ended up with far too many manufactur- 
ers scrapping for business. The resultant 
wars sent Suntech, once the world’s big- 
gest solar outfit, into bankruptcy. 

The author makes a powerful case for 
phasing out all perverse subsidies, and for 
introducing muscular regulation that uses 
a mix of incentives and punishment to en- 
courage green growth. America offers a 
good example: a successful trading system 
for sulphur-dioxide emissions solved 
America’s acid-rain problem by providing 
polluters with strong incentives to clean 
up; they could sell credits in the market- 
place for a profit if they cleaned up beyond 
the minimum required by regulation. 

The third element is the private sector. 
Unscrupulous companies deserve as 
much blame for the current mess as do 
lousy policies. However, this picture is 
changing fast. Leading Asian businesses 
are going well beyond regulatory require- 
ments, showing that sustainable business 
practices can be profitable, too. 

The Kadoories, a family of Iraqi Jews 
who landed in Hong Kong in 1880, are a 
good example. Best known for the Penin- 
sula luxury hotels, they also control clp 
Holdings, one of Asia’s largest energy com- 
panies. It owns mostly coal plants, making 
it one of the biggest polluters on the planet. 

A decade ago, sensing growing public con- 
cern and anticipating future regulation of 
carbon, the Kadoories took some radical 
decisions. The company vows to slash the 
carbon intensity of its power-generating 
businesses by more than three-quarters by ►► 
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► 2050. By 2013 it was the biggest foreign in- 
vestor in clean energy in China, and the 
biggest windpower developer in India. 

Nor is CLP an isolated example. As Mr 
Clifford shows, companies like Hyflux, a 
Singaporean water-treatment and desali- 
nation firm, and Goldwind, a wind-energy 
titan in China’s far west, prove that innova- 
tive firms are helping to reverse decades of 
degradation. Manila Water provides three 
times as many people with safe and reli- 
able supplies after privatisation as the gov- 
ernment did before, at a fraction of the 
price. Infosys, an Indian outsourcing giant, 
is on its way to getting half its energy needs 
from renewables. As Mr Clifford writes: “It 
is well-run businesses that have the man- 
power, the money and the knowledge to 
reshape Asia’s approach to the environ- 
ment.” There’s hope, then, for the future. ■ 



Early flight 

Heavens above 



The Wright Brothers. By David McCullough. 
Simon & Schuster; 320 pages; $30 

T he journey from nutter to genius can 
be short. For Wilbur and Orville 
Wright, inventors of the aeroplane, it took 
just 12 seconds. In 1903 their 605-pound 
(274-kilo) contraption, dubbed the “Flyer”, 
lifted off the sand dunes of North Carolina 
and stayed aloft just long enough to make 
history. Elated, the brothers quickly 
learned to go farther, higher and faster. 

The Wrights broke through against 
great odds, as David McCullough recounts 
in this enjoyable, fast-paced tale. Neither 
had any formal engineering training. They 
ran a bicycle shop in Ohio and decided to 
build an aeroplane after reading up on 
gliders. Having studied books and birds, 
they constructed first a glider, then a mo- 
tor-powered craft, to test in the windy Car- 
olina dunes. They worked with delibera- 
tion, taking time to master the basics of 
flying (such as how the wind works) and 
spurning pointless risk. Proceeds from the 
bike shop funded their efforts. 



Scepticism was intense. Plenty of peo- 
ple dismissed the notion that man could 
fly at all. Just a handful watched the histor- 
ic first flight, which Orville, the pilot, de- 
scribed as “an uncertain, wavy, creeping 
sort of a flight at best”. An unfortunate ele- 
ment of this tale was the apathy of the 
American government, which poured 
money into a different, failing machine 
and batted away the Wrights’ overtures. 
(As a result, the brothers lost valuable time 
between 1905 and 1908 as they scurried to 
sell their invention elsewhere.) Even the 
media paid little heed. When the Wrights 
tested a plane in their Ohio hometown of 
Dayton, after their successful efforts in 
North Carolina, the Dayton Daily News 
ignored the story. 

Eventually, though, they got their due. 
Europeans were keen, even as the Ameri- 
cans shrugged. So the brothers and their 
helpers packed off their craft to France, 
where Wilbur eventually performed a test 
flight lasting close to two minutes in 1908 
and won over the doubters. “He is not a 
bluffer,” one Frenchman declared. The 
French loved Wilbur’s modesty and un- 
pretentiousness, and the way he carefully 
inspected every wire and strut on his aero- 
plane. Wilbur feared to let anyone touch 
the machine, and at one point slept in a 
shed to guard it. 

This sentimental approach is at the 
heart of the book. “The Wright Brothers” 
lacks the heft of Mr McCullough’s two Pu- 
litzer prize-winning works, on the Ameri- 
can presidents John Adams and Harry Ifu- 
man. He skims past the complexities in the 
service of a fun, fast ride. Why did Orville, 
who outlived his brother by decades, shun 
his sister Katharine (who had nursed him 
back after a nasty aeroplane accident) after 
she married? Why did the aviation field de- 
velop so quickly in the early 1900s, and 
why was France so especially keen to be in- 
volved? Also mentioned only briefly is the 
legacy of the Wright brothers’ aeroplane 
company. It lives on as the Curtiss-Wright 
Corporation, an industrial technology spe- 
cialist, though its aircraft-making heyday 
was many decades ago. 

Perhaps the Wright brothers’ most sig- 
nificant achievement was that neither died 
in flight. Recognising the danger, Wilbur 
and Orville never flew together until 1910, 



years after their debut, in the interest of 
preserving one brother’s life. They had a 
fcw crashes, one of which killed a passen- 
ger. But by 1909 Wilbur was confidently 
piloting a craft around the Statue of Liberty 
(albeit with a canoe underneath lest he fell 
into the water), and Orville soared above 
2,700 feet (820 metres) in 1910 . The first Fly- 
er and its successors excelled because the 
brothers were so careful. These are fine 
things to daydream about next time you 
take to the skies. For aeroplane reading, 
“The Wright Brothers” is hard to beat. ■ 



The joy of flying 

Starry, starry night 



Skyfaring: A Journey with a Pilot. By Mark 
Vanhoenacker. Chatto & Windus; £16.99. To 
be published in America by Knopf in June 

H OW much does Mark Vanhoenacker 
love flying? Consider this, poor reader, 
when next you are wedged into a middle 
seat between squalling child and armrest 
hog, or ruing a batteryjust gone dead in the 
fourth hour of a thrice-extended delay. 
When Mr Vanhoenacker was a young 
man, after university and postgraduate 
study, he became a management consul- 
tant because he judged it the profession 
that would let him spend most time on 
aeroplanes. But even that proved insuffi- 
cient, and after a few years he began train- 
ing to become a pilot. Today he flies a Boe- 
ing 747 for British Airways. 

One might think that a commercial 
pilot would grow inured to the essential 
strangeness of air travel: how people can 
step into a metal box outside their flats, de- 
scend below street level and enter another 
metal box, this one on wheels, that takes 
them to an airport, where they board yet 
another metal box that will deliver them 
halfway round the world in the time it 
takes to eat dinner, nap and watch two 
films. Many of Mr Vanhoenacker’s former 
colleagues in management consulting 
probably fly from Boston to Tokyo or Lon- 
don more often than they drive from Bos- 
ton to, say. New Haven, which is just two 
hours away on a well-travelled motorway. 
When Americans living in Singapore fly 
home for Christmas, they travel more 
miles in one round trip than generations of 
their ancestors did in their entire lives. Do 
this often enough and you stop even notic- 
ing how unprecedented in human history 
it is that you are doing it at all. 

Mr Vanhoenacker, fortunately for his 
readers, has lost none of his sense of won- 
der at the miracle of flight itself-those 
“hours in the high country, when lightness 
is lent to us”. It suffuses “Skyfaring”, which ►► 
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► is less a memoir than an enthusiast’s med- 
itation on the life of a pilot. Fittingly for a 
meditation, very little happens in the 
book. Instead, it is a beautifully observed 
collection of details, scenes, emotions and 
facts from the world above the world that 
pilots inhabit. 

That world revolves around “place lag”, 
the author’s nifty term for “the inability of 
our deep old sense of place to keep up with 
our aeroplanes”. This malady affects pilots 
more acutely than standard jet lag, because 
they rarely stay in one place long enough to 
switch from their home time. Mr Vanhoe- 
nacker warmly portrays that floating root- 
lessness-how a community forms over 
dinners in Beijing, hikes in Cape Town and 
breakfasts in Los Angeles. After returning 
home from South Africa he stands over his 
sink, rinsing dust from his trainers and re- 
minding himself that, “This is the red of the 
soil under the South African tree, from the 
morning I saw the weavers and their 
nests.” He must remind himself not only 
that he was just there, but also which of his 
many brief “theres” this particular dust 
comes from. 

At times the book’s lack of narrative 
propulsion palls a little. Beautifully ob- 
served as they are, pages upon pages about 
clouds, fog and the vast emptiness of the 
night sky can seem repetitive. What res- 
cues it is Mr Vanhoenacker’s attunement to 
wisps of sensual, rooted specificity, such as 
the scents above different cities that waft 
into the cockpit-the “unique and rich, 
faintly smoky” smell of Indian cities, the 
“snow-air mixes with salt” of Boston or 
how flying over a river near his friend’s 
home in New England reminds him of “the 
table they laid for me, and the grateful pilot 
who came to their place. ..and felt no sort 
of lag, until it was time to fly away.” ■ 



Early treasure-hunting in China 

To have and 
to hold 



The China Collectors: America's 
Century-Long Hunt for Asian Art Treasures. 

By Karl Meyer and Shareen Blair Brysac. 
Palgrave MacmiUan; 420 pages; $30 

I N THE 192OS a well-connected, smooth- 
talking buccaneer from the east coast of 
America rode a caravan of horses across 
western China. He was dressed in his 
trademark desert boots and a stetson hat, 
and he flew the Stars and Stripes. Beneath 
the rough demeanour lurked an expert. 
Langdon Warner was schooled in art and 
archaeology, and he had worked at the 
Boston Museum of Fine Arts. His expedi- 
tion was financed by Warburgs, Rockefel- 
lers and Forbeses, and he was charged 




with bringing home precious antiquities 
for both personal and public collections. 

Warner used crude methods to get his 
loot. At the famed Dunhuang caves, the re- 
pository of vast numbers of Buddhist 
paintings and sculptures, he slapped 
cloths soaked in barrels of thick glue in 
overlapping layers on the walls of frescoes. 
When they were dry, he peeled them off, 
removing fragments of wall painting from 
six caves, but ruining many. He pried loose 
a three-and-a -half-foot Tang-dynasty bo- 
dhisattva, wrapped it in his underwear, 
and then headed back to Beijing, jolting 
over unmade roads foriS weeks. 

Warner is just one of a cavalcade of 
American antiquity-hunter-gatherers that 
appear in “The China Collectors”, a well- 
researched account of the audacious ways 
the American newly rich plucked paint- 
ings, sculptures, friezes, scrolls and manu- 
scripts out of the chaos of pre-Mao China. 
Diplomats and their wives, traders and 
scholars all took what they could. The loot 
was transported in railway wagons to Chi- 
nese ports for shipping. The Americans 
paid, of course, but often meagre amounts. 

One member of Beijing’s expat colony 
was George Kates, who, like Warner, was a 
Harvard graduate of considerable charm 
who revelled in what the authors call an 
“American addiction to Chinese art and 
culture”. He cast a discerning eye over the 
scene. At the same time he deplored the 
poor taste of many of the buyers, who 
chose “dull and expensive porcelains” and 
“garish Mandarin robes which they con- 
demned to the oddest uses”. 

Kates was no slouch at acquiring, just 
more discreet. During a stint in Chongqing, 
where he worked for the Office of Strategic 
Services, the forerunner of the cia, he 
scooped up documents for his American 
spymasters and cultural pieces for the Li- 
brary of Congress. The Brooklyn Museum, 
where he was curator from 1947 to 1949, ex- 
hibited his personal collection of Ming fur- 
niture. When China fell out of fashion dur- 
ing the anti-communist hysteria of the 



1950s, Kates fell on hard times and was 
forced to sell his precious Ming chairs and 
tables at an auction attended by a Rockefel- 
ler and European royalty. 

“The China Collectors” is a racy, pan- 
oramic read; a cultural adventure story 
with serious diplomatic implications. 
Should the American museums that have 
preserved these acquisitions from possible 
destruction during the years of civil strife 
in China be allowed to keep their collec- 
tions intact? If China wants them back, 
what should be the terms? 

So far, the Chinese government has al- 
lowed the marketplace to take care of the 
problem, encouraging wealthy Chinese to 
buy back the country’s patrimony at auc- 
tion and privately from dealers and collec- 
tors. But what would happen if demagogic 
nationalists in China, an ever-louder force, 
took an interest? Before deciding on any 
future path, the authors argue, it is impor- 
tant to be clear about “how and why we 
have collected China”. As a first step, theirs 
is an astonishing tale. ■ 



Bela Bartok 

A sonata in two 
movements 



Bela Bartok. By David Cooper. Yale University 
Press; 436 pages; £25. To be published in 
America by Yale in June 

ALONG with Franz Liszt, Bela Bartok, 
XX who died in 1945, is regarded as one of 
Hungary’s greatest composers. Many con- 
sider his six string quartets, completed be- 
tween 1908 and 1939, to be second only to 
Beethoven’s. Though not as atonal as the 
work of many of his contemporaries, such 
as Arnold Schoenberg and Alban Berg, Bar- 
tok’s compositions can be heavy-going, 
combining influences from Hungarian 
folk, jazz and Arabic music. In this weighty 
tome, David Cooper of Leeds University 
digs into Bartok’s life, interlacing his dis- 
cussion of the compositions with wider 
discussions of politics and culture. 

Just as Bartok’s music is not for the faint 
of heart, neither is this book. The level of 
research is astonishing, at times to the 
point of scholasticism. And a big chunk of 
it is filled with detailed analyses of Bar- 
tok’s compositions, along with dozens of 
musical illustrations. Musical jargon 
peppers the discussion: for readers who do 
not know their arpeggios from their appog- 
giaturas, parts of the book will be difficult 
to understand. 

But even for musical neophytes, the 
book has much to offer. Bartok was born in 
Nagyszentmiklos (now Sannicolau Mare 
in Romania), a relatively prosperous if un- 
remarkable community. His hometown ►► 
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► was a mix of cultures, including ethnic 
Romanians and Germans. Hungarians 
formed only a tenth of the population. 

Mr Cooper does a good job of explain- 
ing the composer’s insatiable appetite for 
work. Bartok rarely took proper holidays. 
His musical output alone would be 
deemed sufficient by many successful 
composers. Yet on top of this he was also a 
teacher (though only for the money) and a 
concert pianist of some repute. 

His real passion, however, was for folk 
music, which also had a big influence on 
his compositions. Bartok would spend 
weeks at a time travelling the world, drop- 
ping in on peasants and asking them to 
sing for him, at the time a European craze. 
He would then record and transcribe what 
he heard. Sometimes these jaunts proved 
difficult. In Algeria, for instance, which he 
visited in 1913, many of the women felt that 
on religious grounds it would be inappro- 
priate for them to sing for him. (That was 
not the only time, Mr Cooper reveals else- 
where, that women turned him down.) 

Happily, in Hungary he had more suc- 
cess. He visited a little village, where an 
elderly railway guard sang seven ballads 
for him. “I was notating for two-and-a-half 
hours,” a thrilled Bartok recalled in a letter. 
“I could hardly keep up.” By thei930s a pro- 
ject at the Hungarian Academy of Sciences, 
in which Bartok was involved, had collect- 
ed 10,000 Hungarian melodies. Volumes 
devoted to his ethnomusicology are still 
being published. 

Mr Cooper’s description of Bartok’s 
folk-music collecting is fascinating, but 
other parts of the book fall a little short. 
After Hungary became a Soviet republic in 
1919, Bartok was chosen to be part of the 
country’s “Musical Directorate”, with 
special responsibility for organising 
concerts. How did such a radical and 
demanding composer cope with the task 
of providing music that had to be accessi- 
ble to a mass proletarian audience? The 
issue is not really explored. The book also 
sometimes gets bogged down in issues of 
questionable historical interest, such as 
whether or not Bartok may have had 
Asperger’s syndrome. 

The second world war threw European 
musical life into turmoil. Many of Bartok’s 
contemporaries, such as Schoenberg and 
Igor Stravinsky, had their works paraded 
by the Nazis in the “Degenerate Music” ex- 
hibition, held in Dusseldorf in mid-1938. 
(To his irritation Bartok was spared, possi- 
bly because of Hungary’s pro-Nazi govern- 
ment.) Nonetheless, by 1940 he had de- 
camped to New York, where he was 
deluged by offers from universities for lec- 
tures and visiting professorships. He lived 
to a surprisingly ripe age, given the health 
problems that had plagued him since birth. 
As he lay dying he rued the many projects 
that he was going to leave uncompleted. It 
wasa very Bartokian ending. ■ 



Manhattan's new Whitney 

Don’t be aloof 



NEW YORK 

The museum of American art should 
have been gutsier 

F or Renzo Piano, an Italian architect 
whose speciality is geometrically im- 
maculate refinement, the $422m new 
Whitney Museum, which opens on May 
1st, is a startling, aggressive departure. Mr 
Piano has hoisted seven massive floors 
above a full-length lobby walled in glass. 
The fifth floor broadens into a hammer- 
head aimed at the High Line park to the 
east. Projecting out like artillery from the 
three top levels are a series of metal stairs. 

In New York’s Meatpacking district, this 
block-long collision of forms in concrete, 
painted steel and glass wedges itself into 
the jumble of neighbouring buildings like 
a teenage boy-all hips and elbows. Yet Mr 
Piano also cleaves to his characteristic ele- 
gance; the walls shape late-afternoon river 
reflections that seep up Gansevoort Street, 
setting the sleek glass lobby aglow. 

Gertrude Vanderbilt Whitney founded 
her museum of American art in 1930 
around a coterie of genteel social-realists 
dubbed the Ashcan school. The Whitney 
quickly took on the heterogenous charac- 
teristics of America itself, particularly its 
urban side. Prior to this latest incarnation, 
Mr Piano and two architectural predeces- 
sors (the late Michael Graves and Rem 
Koolhaas) proposed designs expanding 
the forbidding Upper East Side home that 
Marcel Breuer had designed for it in 1966. 
All were vetoed by the Whitney’s propri- 
etary, well-heeled neighbours. For the 
museum, decamping to the Meatpacking 




Too courtly 



district has resulted in a much larger site. 

Inside, it often works well. The building 
offers the museum a 50% increase in exhi- 
bition space. In space-strangled Manhat- 
tan, the value of such generosity is hard to 
overstate. Lifts open directly onto art-dis- 
play space, as they did in the former Whit- 
ney, so you immediately encounter work 
ranging from Alexander Calder’s “Calder’s 
Circus” (introducing the theme of specta- 
cle and mass entertainment) to “He Kills 
Me”, a diptych by Donald Moffett, an aids 
activist, showing a pulsing orange target 
alongside a photo of Ronald Reagan. 

On each floor, the length of the gallery 
gently entices the visitor to wander from 
one end to another. Loosely partitioned, 
the displays flow into each other, which 
can urge movement rather than contem- 
plation. Occasional long vistas, where day- 
light at either end beckons, set up a conver- 
sation among numerous works at once. 
Throughout, the conventional line-up of 
individual objects is interrupted by tight 
groupings of items that offer context, often 
with explicit political or social agendas, 
from labour rights to civil rights. 

Mr Piano is famous for his ethereal gal- 
leries that are lit from above and his ex- 
panses of glass, but daylight and views 
make only tentative forays here. A saw- 
tooth roof draws enlivening north light 
into the smallish top floor. Shades will ob- 
scure extraordinary river and city views 
much of the time to keep out the searing 
morning and afternoon light. Those 
shades will also limit intended glances by 
passers-by into the full-height windows on 
the fifth floor, where Glenn Ligon’s neon 
“Negro Sunshine” faces the city, and Jona- 
than Borofsky’s “Running People at 
2,616,216” looks out on Hudson River Park. 

Sculpture terraces tumble down to- 
wards the High Line, linked by military- 
grey stairways. Knobby stainless-steel 
sculptures by Tony Smith and angular geo- 
metric metal forms by Robert Morris con- 
trast with the jumbled city beyond. From 
surrounding streets, the visible movement 
of visitors brings the building alive. 

When the area swarmed with meat- 
packers, trains delivered squealing pigs on 
the elevated track that has been converted 
to the High Line. For years prostitutes plied 
the surrounding streets, sharing them with 
drug dealers and drag queens. It’s the kind 
of milieu that was often recorded, if not in- 
habited, by the artists the Whitney collects. 
But only briefly, for example in the terraces, 
does Mr Piano connect visitors to the rich 
stories the cityscape has to tell. The untidi- 
ness of the architect’s composition wants 
to engage the surroundings, but there is no 
frisson here. Mr Piano is courtly when he 
needs to be gutsy, even operatic. His be- 
spoke details— like the lushly rounded steel 
panels-play to the district’s luxe homoge- 
nisation. The new Whitney should inhabit 
the city, not sit aloof from it. ■ 
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MEET THE NEW MIHMEP DIRECTOR 
AND TALK WITH PARTICIPANTS ONLINE. 



JOIN US ON 6"^” MAY 2015 AT 3:00 PM (CEST) 

MIHMEP, the SDA Bocconi 1-year Master of International Health Care Management, Economics 
and Policy, will help you sort through the complexity of health care issues around the world, in 
private or public institutions. Join the next online presentation with the new MIHMEP Director 
Federico Lega and discover how to expand your international career in the health care sector 
and develop your competencies. 

MASTER OF INTERNATIONAL HEALTH CARE MANAGEMENT, 
ECONOMICS AND POLICY MIHMEP 

Online Info Session 6’*’ May 2015, h 3:00 pm (CEST) 

For more information and to register SDABOCCONI.IT/MIHMEP 




BoccorW 

School of Management 



MILANO I ITALY 





Oxford Diplomas in Strategic Management 

join us and develop the extra focus required to perform consistently at the highest level. These modular postgraduate programmes enable 
you to progress to board level performance and provide the opportunity to gain a masters-level qualification whilst operating In a senior level 
rote. Intellectually rich but with a clear focus on practical implementation, you wilt debate and deepen your knowledge of the latest strategic 
framevrarks with some of the brightest minds in business. 

Diplomas in: ^ 

• Financial Strategy • Strategy and Innovation I ^11 ^1 

Organisational Leadership 



• Global Business 



Find out more and download our brochure at: www.sbs.oxford.edu/diploma 



SAID 

iystness SCHOOL 



UHfVtUSITY 

OXFORD 



The Economist April 25th 2015 






Appointments 



Crisis Action 

Executive Director 

Competitive International Salary, Flexible Location (any existing 
office). 

You may not have heard of us but Crisis Action is an award- 
winning organisation at the forefront of global advocacy. 



INTERNATIONAL TRIBUNAL FOR THE LAW OF THE SEA 
TRIBUNAL INTERNATIONAL DU DROIT DE LA MER 




We work behind the scenes to create and support strategic 
coalitions to avert conflicts and ensure the protection of 
civilians where conflict exists. We are lucky to work with some 
of the world’s most effective civil society leaders, human rights, 
humanitarian and policy organisations. 

Founded in 2004, we now have staff in Beirut, Brussels, 
Johannesburg, London, Nairobi, New Delhi, New York, Paris 
and Washington DC. As Executive Director you will provide 
strategic leadership across the organisation, develop high- 
profile international campaigns and manage an exceptional, 
high performing international team. You must have a first-rate 
and global analysis of foreign policy, high-level experience of 
affecting change and world class management skills. 

You will join Crisis Action in excellent shape and have the 
necessary vision, talent and experience to chart an inspiring 
and effective course into our second decade to ensure civilians 
around the world are better protected in times of conflict. 



Please go to www.crisisaction.org/opportunities 
for an application pack. Deadline for applications is: 
00:01 GMT Monday 11“> May 2015. 



The International Tribunal for the Law of the Sea, an international 
court with its seat in Hamburg, Germany, 
has the following vacancy; 

Associate Legal Officer (P-2) 

For qualifications and experience required, as well as further details, please 
see the vacancy announcement on the Tribunal’s website (www.itlos.org). 
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Call for independent 
experts to advise on 
funding proposals 



Apply ot 
gcfund.org 






C«IN 

CLIMATi 

ruKO 



Readers are recommended 

to make appropriate enquiries and take 
appropriate advice before sending money, 
incurring any expense or entering into a 
binding commitment in relation to an 
advertisement. 

The Economist Newspaper Limited shall not be 
liable to any person for loss or damage incurred 
or suffered as a result of his/her accepting or 
offering to accept an invitation contained in 
any advertisement published in The Economist j 



Director of Marketing and Communication 




Applications are invited for the post of Director of Marketing and 
Communication, UCD College of Business. 

Reporting to the Dean of Business, the appointee to this five year 
post will lead the positioning and further brand development of 
UCD Lochlann Quinn School of Business, UCD Michael Smurfit 
Graduate Business School and UCD Smurfit Executive Development 
at a strategic level In Ireland and internationally. 

Salary Scale: €96,064 - €122,848 per annum. 

Closing date: 17:00hrs (GMT), Tuesday 5th May 2015. 

Vacancy Ref: 007324 - Prior to application, further information 
(including application procedure) should be obtained from the UCD 
job Vacancies website (under the category of Senior Appointments): 
See http://www.ucd.le/hr/jobvacancles for details. 

UCD IS on equol opportunities employer 






UCD Smurfit 

CradiMtt School 



iXl) Lochlm (Xinri School of 



WlATHHMtAO 
SCHOQt Of MANAGIMEfsn 

k,3l CAsrWtsrrR.Ml^EsrmT 

■ UNIVCKSITI 



Doctoral Programs for 
Experienced Executives 



THROUGH THE DM EXPERIENCE, 

I GAINED GREATER APPRECIATION 
FOR THE BROAD BUSINESS 
IMPACT THAT OCCURS WHEN 
THEORY CONVERGES WITH 
PRACTICE. BECAUSE DM 
RESEARCH IS DESIGNED TO 
HAVE IMPLICATIONS FOR BOTH 
ACADEMIA AND INDUSTRY. 

I CAN MAKE A GREATER 
CONTRIBUTION AS BOTH A 
PRACTITIONER AND SCHOLAR.” 



Candace Steele FUppin 

Vite Prestden*. Pubhe Relarwns 
& Eittfifnal ConvnunKatons 
St hjde Modcal, «£ St Paul 




To learn more, visit us as weatherhead.case.edu/dm 
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REQUEST FOR 
PROPOSAL 






MIM nmi Mi WEI PMCWEM1II Ct. (SMa 



£ Uj 4x Ciib |OAi j 

Memb«f of Namo Group 



REQUEST FOR PROPOSAL (RFP) for Consultancy 
Sonrloes to Dorelop tho Electri^ty Market 
Roles for the Oman nectrieity Market 

The Oman Power and Water Procurement Company 
SAOC nbeOPWP^ k responsible Ibrprocunng power 
and water capacity and ouQmtln (he Sultanate of Oman 
in accordance the requirementa of the law for the 

regulation and privatisation of the ele ctrici t y and related 
water aettor promulgated by Royal Decree 78/2004 as 
amoided nhe Sector Law*)- 



CX4VP ia aeeldng suitably experfenced consuhanta to draft detailed market rulea to 
Bopport a spot market prictogaystem for the electricity sector in Oman* Working 
ftom an existing hi^>levd design, the consultant ahou|d develop detailed market 
rules consistent with International best pnictiee and the specific requi rem ents ot 
Oman. 

A Request for Proposal fRl'Pl ikr the consultancy services will be available for 
purchase firom (he offices of OPWP effective ftom 26tb April 2015 to 1 1th May 2018 
between the hours of 08.30 to 1S.00 ftom Sunday to Thttraday. The OPWP offioea 
are located on Plom' 5, BuOding 5, Muscat Grand MaO,Tltal <Moe Complex, Al 
Khuwair AlJanub^n^ah, Muscat. The tender cfotails are provided bdowj 



Tender Title 



Tender Ifo* Tender Porchase Price Statement of Proposal Sobmisaion Deadline 



Requmt for Proposal (RFP) for Contultancy 
Senrices to Devdkip the Electricity Market 
Rulea for the Oman Etectrieiqr Mmket 



11/2015 



RO 175 



08 June 2015 

Before 1 1.00 hra (Gulf Standard TImri* 



Payment should be processed by bank transfer and 
evidenoe of the bank transfor ia to he subnutted at the time 
of collection of the RFP dbeuraento. Bidders wtw have paid 
the Tender Purchase Price may aubtnlt by enuUl evkle^ of 
payment and reqneatddheiy of the RFP by email 



Bank aeconat detaUa: 

Account Name: Oman Power Water Procurement Cmnpazty SAOC 

Bendldaiy Bank: Bank Muscat 

Bnuxdu Corporate Branch 

Account number; 042301 1072740015 

Swift eode: BMUSOMRXXXX 



P.O. BomlSSt, PoatslCod*] 113, Fleer 5. BoUdlng 5, Moscat Orsad MsH, Tltal Complex (Offles), Al Khswsir AlJsnsblyysh, Mascst 

Sxrltchbosid: *96B 24508400 Fax: 4961 34399946 Website: www.omsnpwp.cem 



> 

EUROPEAN PARLIAMENT (EP) - Open call 
for tender for the provision of external 
expertise in the field of banking supervision 
and resolution ("Expert Panel on Banking 
Union") 

The EP's Committee on Economic and Monetary Affairs (ECON) and especially 
the Banking Union Working Group (BUWG) established by ECON seeks 
independent expert advice in the field of banking supervision and resolution. 
The chosen experts will be asked to regularly contribute to the preparations of 
the hearings in the framework of the Single Supervisory Mechanism and the 
Single Resolution Mechanism as well as for any other purpose arising from the 
on-going works of the BUWG. 

The expertise will be requested in the form of the written papers and related 
services as appropriate. The official call for tender notice can be found in the 
Official Journal of the EU. The tender documents can be downloaded at 
httpyAwAw.europarl.europa.eu/tenders/invitations.htm. 

The closing date for the submission of tenders is 21 May 201 5. 
J 




European Parliament 



The 

Economist 



To advertise within the classified section, contact: 



United Kingdom 

Martin Cheng - Tel: (44-20) 7576 8408 
martincheng@economist.com 

Europe 

Sandra Huot-TeL- (33) 153 9366 14 
sandrahuot@economist.com 

Asia 

David E. Smith - Tel: (852) 2585 3232 
davidesmith@economist.com 



United States 

Sabrina Feldman - Tel: (212) 698-9754 
sabrinafeldman@economist.com 

Middle East 8i Africa 

Mirasol Galindo - Tel: (971) 4433 4202 

mirasolgalindo@economist.com 



AYENSU STARCH COMPANY LIMITED ("ASCo") 

EXTENSION OF DEADLINE FOR THE SUBMISSION OF BIDS FOR THE 
SHARES OF THE COMPANY 

In response to appeals by prospective bidders for the acquisition of shares of ASCo, the 
Ministry of Trade and Industry ("MoTI") wishes to extend the deadline for the submission 
of sealed bids for 70% of the shares of the Company to 1 2 noon on Friday, 8 May 201 5. 

Ayensu Starch Company Limited ("ASCo"), located at Bawjiase in the Central Region of 
Ghana, was established in September 2001 as an a gro* processing business involved in 
the processing of cassava roots into food grade starch for local consumption and export. 
The mission of ASCo is to become a leading producer of high quality food grade cassava 
starch for the local and export markets. 

MoTI, acting on behalf of the shareholders of the Company has appointed Pw'C to 
assist with the revitalisation of ASCo as part of efforts to enhance its status as a leading 
cassava processing company in West Africa. 

On behalf of its shareholders, MoTI is inviting prospective bidders to acquire 70% of 
the shares of ASCo. Interested parties are invited to submit sealed bids to acquire 70% 
shares of ASCo. The deadline for the submission of the sealed bids is Friday, 8 May, 
2015, at 12 noon. 

Sealed bids should be marked CONFIDENTIAL - PROJECT YUCA and addressed to; 

THE COUNTRY SENIOR PARTNER 
PRICEWATERHOUSECOOPERS (GHANA) LIMITED 
NO. 12 AIRPORT CITY, UNA HOME, 3RD FLOOR 
AIRPORT CITY, ACCRA, GHANA 

ATTENTION: ERIC NIPAH 

For enquiries and sale documents please contact Kingsford Arthur or Kwesi Arhin at the 
PneewaterhouseCoopers (Ghana) Limited office at No. 12 Airport City, Una Home, 3rd 
Floor, Airport City, Accra. T: +233 (0) 302 761 500 F: +233 (0) 302 761 544 



pwc 



©2015 PricewaterhouseCoopers (Ghana) Ltd. All rights reserved. In this 
document, "PwC” refers to PricewaterhouseCoopers (Ghana) Ltd which 
is a member firm of PricewaterhouseCoopers International Limited, each 
member firm of which is a separate legal entity 
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Economic data 

% change on year ago 

Gross domestic product 
latest qtr* 2015* 


Industrial 

production 

latest 


Consumer prices Unemployment 
latest 2015^ rate, % 


Current-account balance 
latest 12 7oofGDP 

months, $bn 2015* 


Budget 
balance 
% of GDP 
2015* 


Interest 
rates, % 
10-year gov’t 
bonds, latest 


Currency units, per $ 
Apr 22nd year ago 


United States 


+2.4 Q4 


+2.2 


+3.0 


+2.0 Mar 


-0.1 Mar 


+0.3 


5.5 Mar 


-410.6 Q4 


-2.2 


-2.5 


1.90 


- 


- 


China 


+7.0 Q1 


+5.3 


+6.9 


+5.6 Mar 


+1.4 Mar 


+1.4 


4.1 Q4i 


+219.7 Q4 


+2.7 


-2.8 


3.30H 


6.19 


6.24 


Japan 


-0.8 Q4 


+1.5 


+1.0 


-2.0 Feb 


+2.2 Feb 


+0.7 


3,5 Feb 


+46.6 Feb 


+2.3 


-6.9 


0.31 


120 


103 


Britain 


+3.0 Q4 


+2.5 


+2.6 


+0.1 Feb 


nil Mar 


+0.3 


5,6 Jan^* 


-161.3 Q4 


-4.5 


-4.4 


1.70 


0.67 


0.59 


Canada 


+2.6 Q4 


+2.4 


+2.0 


+4.1 Jan 


+1.2 Mar 


+1.0 


6,8 Mar 


-39.3 Q4 


_jl2^ 


:1,8 


1.50 


1.22 


1,10 


Euro area 


+0.9 Q4 


+1.3 


+1.4 


+1.6 Feb 


-0.1 Mar 


+0.1 


11.3 Feb 


+298.6 Feb 


+2.7 


-2.2 


0.17 


0.93 


0.72 


Austria 


-0.2 Q4 


+0.4 


+1.0 


-0.1 Jan 


+1.0 Mar 


+0.9 


5,3 Feb 


+3.2 Q4 


+1.5 


-2.1 


0.23 


0.93 


0.72 


Belgium 


+1.0 Q4 


+0.7 


+1.3 


+0.9 Jan 


-0.4 Mar 


+0.2 


8.5 Feb 


+7.4 Dec 


+0.5 


-2.6 


0.35 


0.93 


0.72 


France 


+0.2 Q4 


+0.5 


+1.1 


+0.6 Feb 


-0.1 Mar 


+0.1 


10.6 Feb 


-18.3 Feb^ 


-0.9 


-4.2 


0.38 


0.93 


0.72 


Germany 


+1.5 Q4 


+2.8 


+1.8 


-0.3 Feb 


+0.3 Mar 


+0.3 


6.4 Mar 


+290.1 Feb 


+7.6 


+0.7 


0.17 


0.93 


0.72 


Greece 


+1.2 Q4 


-1.5 


+1.4 


+1.9 Feb 


-2.1 Mar 


-0.9 


25.7 Jan 


+1.6 Feb 


+2.7 


-3.5 


12.70 


0.93 


0.72 


Italy 


-0.5 Q4 


-0.1 


+0.5 


-0.2 Feb 


-0.1 Mar 


+0.1 


12.7 Feb 


+45.9 Feb 


+1.9 


-2.9 


1.40 


0.93 


0.72 


Netherlands 


+ 1.4 Q4 


+3.2 


+1.5 


-0.2 Feb 


+0.4 Mar 


+0.2 


8.9 Mar 


+90.2 Q4 


+9.2 


-2.0 


0.25 


0.93 


0.72 


Spain 


+2.0 Q4 




+2^__ 


+1.1 Feb 


-0.7 Mar 






— Jan^ 


+0.4 


__-4.5 


1,47 


0,93 


a72_ 


Czech Republic +1.2 04 


+1.5 


’ +2.9 


+4.6 Feb 


+0.2 Mar 


+0.2 


7.2 Mar^ 


+1.4 Q4 


-0.5 


-1.7 


0,44 


25.6 


19.9 


Denmark 


+1.5 Q4 


+2.1 


+1.6 


-2.3 Feb 


+0.6 Mar 


+0.7 


4.9 Feb 


+22.0 Feb 


+5.6 


-3.0 


0,32 


6,96 


5.41 


Norway 


+3.2 Q4 


+3.7 


+0.9 


+2.2 Feb 


+2.0 Mar 


+1.4 


3,9 Jan^l 


+42.5 Q4 


+11.5 


+7,0 


1.43 


7,90 


5.99 


Poland 


+3.1 Q4 


+2.8 


+3.3 


+8.7 Mar 


-1.5 Mar 


+0.2 


11.7 Mar9 


-5.3 Feb 


-1.7 


-1.5 


2,49 


3,72 


3.04 


Russia 


+0.4 Q4 


na 


-4.1 


-0.5 Mar 


+16.9 Mar 


+15.2 


5,9 Mar^ 


+57,1 Ql 


+3.7 


-2,6 


10,94 


52.1 


35.7 


Sweden 


+2.6 Q4 


+4.6 


+2.6 


-3.9 Feb 


+0.2 Mar 


+0.2 


8.0 Mar5 


+35.7 Q4 


+5.9 


-1.3 


0,31 


8.73 


6.59 


Switzerland 


+1.9 Q4 


+2.4 


+0.9 


+2.7 Q4 


-0.9 Mar 


1 

p 


3.2 Mar 


+49.1 Q4 


+7.8 


+0.3 


-0.17 


0.97 


0.89 


Turtey 


+2.6 Q4 


_ jTa_ 


+3^__ 


±1:0 Feb_ 


+7.6 Mar 




11.3 Jan5 


-42.8 Feb 


-4.5 


-J.7 


9.07 


2.71 


2.14 


Australia 


+2.5 Q4 


+2.2 


’ +2.5 


+3.3 Q4 


+1.3 Ql 


+1.7 


6.1 Mar 


-40.1 Q4 


1 

U) 

b 


-2.3 


2.44 


1.29 


1.07 


Hong Kong 


+2.2 Q4 


+1.5 


+2.4 


-3.6 Q4 


+4,6 Mar 


+3.3 


3.3 Febtt 


+5.6 Q4 


+2.3 


-0.2 


1.44 


7.75 


7.75 


India 


+7.5 Q4 


+4.0 


+7.5 


+5.0 Feb 


+5.2 Mar 


+5.2 


8.6 2014 


-27.4 Q4 


-0.9 


-4.1 


7.75 


63.0 


60.9 


Indonesia 


+5.0 Q4 


na 


+5.2 


+2.3 Feb 


+6.4 Mar 


+5.9 


5.9 Q35 


-26.2 Q4 


-3.1 


-1.9 


7.54 


12,926 


11,550 


Malaysia 


+5.8 Q4 


na 


+5.5 


+5.1 Feb 


+0.9 Mar 


+2.9 


3.1 Jan^ 


+15.2 Q4 


+3.4 


-4.4 


3.86 


3.61 


3.27 


Pakistan 


+5.4 2014* 


* na 


+5.7 


+0.9 Feb 


+2.5 Mar 


+4.6 


6.2 2013 


-1.9 Ql 


-0.6 


-5,1 


9.20Ht 


102 


97.5 


Philippines 


+6.9 Q4 


+10.4 


+6.7 


+4.4 Feb 


+2.4 Mar 


+3.0 


6.6 Ql5 


+12.7 Dec 


+3.8 


-2.0 


4.10 


44.2 


44.5 


Singapore 


+2.1 Q1 


+1.1 


+3.1 


-3.6 Feb 


-0.3 Feb 


+0.4 


1.9 Q4 


+58.8 Q4 


+22.2 


-0.7 


2,15 


1.35 


1.26 


South Korea 


+2.4 Ql 


+3.1 


+3.2 


-4.7 Feb 


+0.4 Mar 


+1.1 


4.0 Mari 


+94.4 Feb 


+7.7 


+0.5 


2.17 


1,084 


1,039 


Taiwan 


+3.3 Q4 


+4.8 


+3.9 


+2.7 Feb 


-0.6 Mar 


+0.7 


3.8 Mar 


+65.3 Q4 


+12.6 


-1.2 


1,55 


31.1 


30.3 


Thailand 


+2.2 Q4 


_+7J_ 




±3:^Feb_ 


. -lO^ L- 


_+1.3__ 


0.8 Febi 


+14.2 Q4 


+2.2 


-_!.? 


2.50 


32.4 


32.3 


Argentina 


+0.4 Q4 


+0.1 


* -0.8 


-2.1 Feb 





— 


6.9 Q4i 


-5.1 Q4 


-1.4 


-3,1 


na 


8.87 


8.00 


Brazil 


-0.2 Q4 


+1.3 


-0.9 


-9.1 Feb 


+8.1 Mar 


+7.6 


5.9 Febi 


-101.6 Mar 


-3.9 


-5.3 


12.60 


3.01 


2.24 


Chile 


+1.8 Q4 


+3.8 


+3.0 


-0.5 Feb 


+4.2 Mar 


+3.6 


6.1 FebiH 


-3.0 Q4 


-1.5 


-2.0 


4.51 


619 


562 


Colombia 


+3.5 Q4 


+2.9 


+3.7 


-1.3 Feb 


+4.6 Mar 


+4.1 


9.9 Febi 


-19.8 Q4 


-6,1 


-2.1 


6.77 


2,491 


1,934 


Mexico 


+2.6 Q4 


+2.7 


+2.9 


+1.6 Feb 


+3.1 Mar 


+3.1 


4.5 Feb 


-26.5 Q4 


-2.3 


-3.4 


5.73 


15.4 


13.1 


Vene^e^ 


.^•2 Q3 _ 


.±JQiP_ 


-3.4 


±0^8^ 


±^8.5 Dec 


+65^9_ _ 


7.9 Jani 


+10.3 Q3 




_ _:1^.? 


11.03 


6.30 


6.35 


Egypt 


+4.3 Q4 


na 


+4.0 


+4.9 Feb 


+11.5 Mar 


+9.7 


12.9 Q45 


-5.8 Q4 


-1.3 


-10.7 


na 


7.63 


6.99 


Israel 


+3.4 Q4 


+7.0 


+3.5 


+0.6 Jan 


-1.0 Mar 


-0.2 


5.3 Feb 


+9.0 Q4 


+4.8 


-3.0 


1.38 


3.94 


3.48 


Saudi Arabia 


+3.6 2014 


na 


+2.5 


na 


+2.0 Mar 


+2.7 


6.0 2014 


+120.1 Q3 


-1.7 


-10.4 


na 


3.75 


3.75 


South Africa 


+1.3 Q4 


+4.1 


+2.1 


-0.4 Feb 


+4.0 Mar 


+4.5 


24.3 Q4* 


-19.1 Q4 


-5.0 


-3.7 


8.03 


12.2 


10.5 



Source: Haver Analytics. *% change on previous quarter, annual rate. ^The Economist poll or Economist Intelligence Unit estimate/forecast. ^Not seasonally adjusted. ^New series. * *Year ending June. ^Latest 3 
months. ^3-month moving average. ^^S-year yield. ***Offidal number notyet proven to be reliable; The State Street PriceStats Inflation Index, Feb 30.0%; year ago 32.22% HlDollar-denominated bonds. 
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Markets 


Index 
Apr 22nd 


% change on 

Dec 31st 2014 

one in local in $ 
week currency terms 


United States (DJIA) 


18,038.3 


-0.4 


+1.2 


+1.2 


China (SSEA) 


4,608.7 


+7.7 


+36.0 


+36.2 


Japan (Nikkei 225) 


20,133.9 


+1.3 


+15.4 


+15.4 


Britain (FTSE 100) 


7,028.2 


-1.0 


+7.0 


+3.2 


Canad^(S&ySX) 


J5,3g^_ 






--iM 


Euro area (FTSE Euro 100) 


1,233.2 


-2.1 


+18.9 


+5.4 


Euro area (EURO STOXX 50) 3,724.5 


-2.1 


+18.4 


+4.9 


Austria (ATX) 


2,617.3 


-1.3 


+21.2 


+7.4 


Belgium (Bel 20) 


3,794.3 


-2.6 


+15.5 


+2.4 


France (CAC 40) 


5,211.1 


-0.8 


+22.0 


+8.1 


Germany (DAX)* 


11,867.4 


-3.0 


+21.0 


+7.3 


Greece (AthexComp) 


719.4 


-3.3 


-12.9 


-22.8 


Italy (FTSE/MIB) 


23,315.4 


-3.0 


+22.6 


+8.7 


Netherlands (AEX) 


505.7 


-0.3 


+19.1 


+5.6 


Spain (Madrid SE) 


1,156.4 


-3.2 


+10.9 


-1.7 


Czech Republic (PX) 


1,042.7 


-0.8 


+10.1 


-1.4 


Denmark (OMXCB) 


889.8 


+0.2 


+31.8 


+16.5 


Hungary (BUX) 


21,955.3 


-0.6 


+32.0 


+22.5 


Norway (OSEAX) 


696.5 


-2.1 


+12.4 


+6.7 


Poland (WIG) 


.56,150^_ 






_+4.7 


Russia (RTS, $ terms) 


1,004.0 


-4.6 


+11.9 


+27.0 


Sweden (0MXS30) 


1,706.3 


-0.3 


+16.5 


+4.5 


Switzerland (SMI) 


9,358.1 


-0.7 


+4.2 


+7.2 


Turkey (BIST) 


83,780.3 


+3.0 


-2.3 


-15.9 


Australia (All Ord.) 


5,812.8 


-1.1 


+7.9 


+2.4 


Hong Kong (Hang Seng) 


27,933.9 


+1.1 


+18.3 


+18.4 


India (BSE) 


27,890.1 


-3.2 


+1.4 


+1.8 


Indonesia (JSX) 


5,437.1 


+0.4 


+4.0 


-0.1 


f^a^^^l^EJ 








_+l*l 


Pakistan (KSE) 


33,490.7 


+3.9 


+4.2 


+3.2 


Singapore (STI) 


3,496.2 


-1.2 


+3.9 


+2.3 


South Korea (KOSPI) 


2,143.9 


+1.1 


+11.9 


+13.9 


Taiwan (TWI) 


9,613.0 


+0.8 


+3.3 


+5.2 


Thailand (SET) 


1,552.0 


+0.3 


+3.6 


+5.4 


Argentina (MERV) 


11,687.6 


-3.6 


+36.2 


+29.9 


Brazil (BVSP) 


54,617.4 


-0.5 


+9.2 


-3.5 


Chile (IGPA) 


19,573.8 


nil 


+3.7 


+1.7 


Colombia (IGBC) 


10,359.1 


-0.8 


-11.0 


-14.9 


Mexico (IPC) 


45,232.0 


-0.1 


+4.8 


nil 


Venezuela (IBC) 


_5,^89.4_ 




_+47^ _ 


^na 


Egypt (Case 30) 


8,629.5 


-3.0 


-3.3 


-9.4 


Israel (TA-100) 


1,471.3 


-0.6 


+14.1 


+12.8 


Saudi Arabia (Tadawul) 


9,572.3 


+3.5 


+14.9 


+14.9 


South Africa (JSEAS) 


54,281.6 


+1.0 


+9.1 


+3.2 



I Exchange rates against the dollar 

Thanks to a growing American economy 
and quantitative easing by the European 
Central Bank and the Bank of Japan, the 
dollar has been on a tear. Investors have 
rushed to buy American assets, in the 
hope of getting higherinterest rates. 
Againstthe dollar, the euro has lost 
nearly 30% of its value overthe pastyear; 
the Australian dollar, nearly 20%. The 
Russian rouble has been suffering for 
different reasons: it has dropped by a 
third againstthe dollaramid falling oil 
prices and international sanctions. The 
Chinese yuan is the only major currency 
to have risen againstthe greenback over 
the pastyear, butits appreciation has 
slowed as China's central bank has shown 
a willingness to let the yuan weaken. 



% change on a year earlier, April 22nd 2015 



40 30 20 10 - 0 + 10 



Chinese yuan 
Indian rupee 
South Korean won 
Swiss franc 
British pound 
South African rand 
Japanese yen 
Australian dollar 
Nigerian naira 
Brazilian real 
Euro 

Russian rouble 
Source: Thomson Reuters 




other markets 



% change on 
Dec 31st 2014 



Index one in local in $ 
A pr 22nd week currency terms 



United States (S&P 500) 


2,108.0 


+0.1 


+2.4 


+2.4 


United States (NAScomp) 


5,035.2 


+0.5 


+6.3 


+6.3 


China (SSEB, $ terms) 


399.1 


+2.2 


+37.1 


+37.3 


Japan (Topix) 


1,621.8 


+2.1 


+15.2 


+15.3 


Europe (FTSEurofirst 300) 


1,628.4 


-1.3 


+19.0 


+5.5 


World, dev’d(MSCI) 


1,786.8 


+0.2 


+4.5 


+4.5 


Emerging markets (MSQ) 


1,047.6 


+1.0 


+9.5 


+9.5 


World, all (MSa) 


438.1 


+0.3 


+5.0 


+5.0 


WorW^onds_(CiHgroup)_ 




__nil_ 




_ J.5 


EMBI+ (JPMorgan) 


718.2 


+0.1 


+3.8 


+3.8 


Hedge funds (HFRX) 


1,253.6^ 


-0.2 


+2.9 


+2.9 


Volatility, US (VIX) 


12.7 


+12.8 


+19.2 


(levels) 


CDSs, Eur (iTRAXX)t 


60.1 


+10.2 


-13.5 


-23.3 


CDSs,NAm (CDX)' 


61.6 


+1.5 


-8.3 


-8.3 


Carbon trading (EU ETS) € 


7.1 


+3.5 


-2.2 


-13.3 



Sources: Mar kit; Thomson Reuters. *Total return index, 
t Credit-default-swap spreads, basis points. ^Apr 21st. 



Indicators for more countries and additional 
series, goto: Economist.com/indicators 



The Economist commodity-price index 

2005=100 





Apr 14th 


Apr 21st* 


% change on 
one one 

month year 


Dollar Index 
All Items 


140.9 


141.9 


-1.6 


-18.9 


Food 


157.1 


157.9 


-1.7 


-22.7 


Industrials 

All 


124.1 


125.3 _ 




:13.3 


Nfa^ 


118.5 


117.9 


-2.5 


;21.0 


Metals 


126.4 


128.5 


-1.1 


-9.8 


Sterling Index 
All items 


173.3 


172.9 


-2.0 


-8.6 


Euro Index 
All items 


163.8 


164.3 


-0.1 


+4.2 


Gold 

$peroz 


1,197.4 


1,199.1 


+0.7 


-6.6 


West Texas Intermediate 
$ per barrel 53.2 


55.7 


+18.7 


-45.1 



Sources: Bloomberg; CME Group; Cotlook; Darmenn & Curl; FT;ICC0; 
ICO; ISO; Live Rice Index; LME; NZ Wool Services; Thompson Lloyd & 
Ewart; Thomson Reuters; timer Barry; WSJ. * Provisional 
mon-food aqriculturals. 








Obituary Richie Benaud 




The voice of cricket 



Richard (Richie) Benaud, cricketer and commentator, died on April loth, aged 84 



S urprisingly, there is a French Cricket 
Association. More surprisingly, its pa- 
tron until his death was Richie Benaud, 
captain of Australia’s cricket team from 
1958 to 1964 and, for four decades after- 
wards, the dry, clipped, unflappable voice 
of cricket on both British and Australian 
television. Mr Benaud loved the fact that 
his forebears, back way beyond Parramatta 
and Jugiong in New South Wales, lent their 
name to a tiny village somewhere near 
Clermont-Ferrand. And that French con- 
nection explained his liking for Chassagne 
Montrachet 1981 as well as beer from a 
green bottle; his bolthole on the Cote 
d’Azur; and even, perhaps, the dapperness 
of the cream jackets that marked him out. 

Cricket aficionados found much to trea- 
sure in him, not least his leg-spin bowling— 
when, after a short, light run-up, he would 
uncoil his long body, fling his right arm 
high and flick his wrist so that the ball, set 
spinning and drifting towards a right-hand 
batsman, would fizz left and, with luck, de- 
molish the wicket. He took 248 wickets in 
Test cricket, batted tenaciously (making 
more than 2,000 runs), and was a celebrat- 
ed close fielder, taking 65 Test catches. As 
captain of Australia he revitalised a game 
which by the 1950s was looking tired even 
in that sports-mad country: going out to 
win, especially against then-dominant 



England. On his watch Australia never lost 
a Test series, retrieved the Ashes from Eng- 
land and defended them twice more. He 
was shrewd, subtle in his field-placings, 
charismatic, and rejoiced mightily with his 
team-mates when opposition wickets fell. 

It was his modesty, though, that made 
him unusual in any sport. When he was 
appointed captain of Australia, he thought 
others deserved it more. When he was 
credited with the “catch of the century’’ to 
dismiss Colin Cowdrey at Lord’s in 1956, he 
insisted he hadn’t even seen the ball. Out 
for 90 in one Test innings, he mildly said he 
had never railed for a moment at missing 
the century. He stressed that Shane Warne, 
Australia’s best leg-spinner of recent years, 
was much better than he had ever been, 
and that as batsman and captain no one 
would ever beat Don Bradman, the hero of 
his cricket-crazed childhood. 

A leg-spinner in the living room 
Quiet as he was, he weighed in at times 
with all the more authority. His support for 
Kerry Packer’s World Series Cricket, a 
breakaway league with limited-over 
matches, did much to get it off the ground 
in 1977- Traditionalists hated it, but he 
backed it because, for once, players might 
be properly rewarded. He had spent years 
feeling resentful of the Australian Cricket 
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Board, with its nonsensical rules for train- 
ing and its meagre pay for tours. This was 
his opportunity, without crowing about it, 
to take the snooty officials down a peg. Be- 
sides, a series that might pull in huge audi- 
ences had to be good for the game. 

Modesty also filtered into his tv com- 
mentating. He saw himself as a guest in 
viewers’ living rooms, and behaved ac- 
cordingly. In his broadcasts, the camera did 
the talking. The fact that he knew, from ex- 
perience, where a ball was going and for 
how many runs almost before it was 
struck, did not make him garrulous. In- 
stead, he was a master of silences that built 
up the tension of a game. That polite seren- 
ity gave his criticisms all the more force. He 
stopped broadcasting in Britain, when the 
British tv rights went to Sky in 2005, be- 
cause he thought the joy of watching crick- 
et should be free for everyone. “Thank you 
for having me,” was his last remark. 

He was well aware of cricket’s violent 
side. His skull had been fractured, his 
mouth smashed and his spinning finger 
continually ripped open by the seam of 
the ball, until he learned to mend it with a 
dressing of calamine lotion and borax. The 
advice he took from the best leg-spinner 
before him. Tiger O’Reilly, was never to for- 
get that the batsman was his enemy. From 
then on he practised continually to land 
the ball in the bowler’s footmarks, giving it 
added venom on the bounce. 

Off the field, however, he had no time 
for antagonism of any sort. Opposing 
teams were welcome in the Australian 
dressing room. (After the first tied Test 
against the West Indies at Brisbane in i960, 
the West Indian players entertained their 
Australian rivals with calypso.) For the first 
time the press were welcome, too, for he 
had been a journalist himself for several 
years at the Sydney Sun, and liked to have a 
beer and chat with them after the game. As 
a broadcaster, in either Britain or Australia, 
his proudest claim was that he never used 
the words “we” or “they”. He was almost 
prissily bipartisan, though every word, not 
least his favourite “Marvellous!”, mur- 
mured west Sydney from the tv set. 

Cricket, he often said, was above all a 
game of good and ill fortune. Pitches were 
ever-variable, from the dirt paddocks and 
bouncy concrete of his boyhood to the 
rain-spongy, quaint grass of England 
(“Jeezzz, it’s not even level!” was his first re- 
action to the sacred sloping turf of Lord’s). 
Weather and light were unpredictable. 
Players had on and off days, balls misbe- 
haved, and umpires made weird decisions. 
It all had to be taken philosophically; for at 
the back of it lay the long, noble history he 
relished, beginning on English village 
greens and unrolling to a multicoloured 
razzmatazz future, in which deadly rivals 
would always break for tea together, in the 
most civilised and enjoyable way. ■ 
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